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PREFACE

On January 23, 1986, at the request of the Senate Committee on Finance
(see app. A), and in accordance with section 332(g) of the Tariff Act of 1930
(19 U.S.C. 1332(g)), the United States International Trade Commission
. instituted investigation No. 332-223. This study covers a multitude of issues
and is intended to be used as a source manual on United States-Mexico trade in
general and border trade in particular. Broadly, this study presents data on
United States-Mexico trade, reports on the trade programs of both countries
that affect that trade, and ekamines the economic effects of United
States-Mexico trade on the communities along the United States-Mexico border.
Specifically, the study contains the following material: (i) an investigation
of the impact of U.S. imports from Mexico and U.S. exports to Mexico on U.S.
communities near the border; (ii) a report on the nature of trade benefits
Mexico receives under current U.S. trade programs; (iii) a report on the
value and volume of imports from Mexico that benefit from each program
identified under (ii) for the period 1975 to 1985, and the reasonably
anticipated value and volume of such imports from 1985 to 1990; (iv) a report
of Mexican programs, including programs of States of Mexico, to encourage
imports from the United States and to encourage industrial and other
development along the. border; (v) a report of U.S. programs, including
programs of States of the United States, designed to encourage development
along the border; and (vi) a discussion of possible cooperative programs to
encourage development along the border, including industrialization and
processing, through increased merchandise trade along the border.

Notice of the investigation was given by posting copies of the notice in
the Office of the Secretary, U.S. International Trade Commission, and by
publication of the notice in the Federal Register of February 6, 1986 (51 F.R.
4665), (app. B).

Public hearings in connection with the present investigation were held in
McAllen, Texas, on April 7, 1986; in El Paso, Texas, on April 8, 1986; and in
San Diego, California, on April 10, 1986.
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EXECUTIVE SUMMARY

This study presents data on United States-Mexico trade, reports on the
trade programs of both countries that affect that trade, and examines the
. economic effects of United States-Mexico trade on the communities along the
United States-Mexico border. This study covers a multitude of issues and is
intended to be used as a source manual on United States-Mexico trade in
general and border trade in particular.

-

The U.S.-Mexico Border Region

Overview

The population and economic activity of the United States-Mexico border
region is concentrated in 14 twin cities. These twin cities (each one is a
U.S. city with a Mexican counterpart) are closely integrated. In most cases,
each pair of twin cities is the center of economic activity in its subregion.
Cross-border purchases are an important part of the economic base of each twin
city. .

The twin cities provide an important link between the economies of Mexico
and the United States, since a large portion of import and export traffic
between the two countries passes through these pairs of cities. Maquiladora
plants ("maquiladoras") are another important factor in the economies of some
twin cities. These are assembly plants that are located on the Mexican side
of the twin city in order to take advantage of Mexico’s lower wages and
various provisions in the tariff schedules of both countries. Maquiladoras
are allowed to import raw materials into Mexico duty free and then re-export
the finished products to the United States paying duty only on the value added
in Mexico. That portion of the product’s value consisting of U.S.-made
components is exempted from duties. Analysts indicate that the maquiladoras
present the greatest prospect for the future growth of the twin cities.

The United States-Mexico border separates two countries with very
different wages and per capita income levels. Part of the U.S.-border region
is characterized by per capita income levels below the national and state
averages. However, the region is not uniformly a low income area. San Diego
County, with 46.3 percent of the U.S.-border region population, had a per
capita income above the U.S. national average. Low per capita incomes did
appear to be concentrated along the Texas-border region, in particular
South-Texas, and among the Mexican-American population. However, even among
the latter, the period between 1969 and 1979 was a period of increasing per
capita income. In contrast, the Mexico-border region has income levels that
are uniformly above the Mexican national average.
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U.S. and Mexican Trade Programs

Overview

In 1985, the United States was Mexico'’s most important trading partner.
U.S. exports to Mexico were $13.0 billion in 1985 and represented 66 percent
of Mexico's total imports, whereas Mexican exports to the United States were
$18.9 billion and represented 70 percent of Mexico'’s total exports. Mexico
was the third largest market for U.S. exports (6.6 percent) and the fourth
largest source of U.S. imports (3.5 percent).

U.S.-Mexican bilateral trade is affected by a number of trade programs in
each country. U.S. imports from Mexico are encouraged under such programs as
the Generalized System of Preferences (GSP), items 806.30 and 807.00 of the
Tariff Schedules of the United States (TSUS), and the existence of foreign
trade zones (FTZ's). Conversely, they are restrained by the Multifiber
Arrangement (MFA), steel emport restraints, and restrictions on certain
Mexican agricultural products. Generally, U.S. exports to Mexico have been
subject to heavy Government regulation. However, in 1985, the Mexican
Government accelerated the reduction of import controls that began in 1984,
major changes were made in the customs tariff schedules, and the overall level
of tariff protection was reduced. Mexico has also encouraged imports of raw
materials destined for maquiladora plants by exempting them from many of the
tariff and nontariff barriers that face Mexican imports. Finally, Mexico
recently became a member of the General Agreement on Tariffs and Trade (GATT).

Mexican trade programs

Overview. --Generally, U.S. exports to Mexico have been subject to heavy
Government regulation. This is less true for imports into the northern zone
along the border with Mexico. For example, imports destined for the
maquiladora plants have been exempted from many of the tariff and nontariff
barriers that face imports into the Mexican interior. This has greatly
encouraged the development of these plants along the United States-Mexico
border. Although Mexico has recently relaxed its restrictions on foreign
investment, particularly for maquiladora plants, it has traditionally limited
the role of foreign capital in its markets and has reserved certain sectors
exclusively for Mexican ownership. Taxation of business entities by the
Mexican Government has traditionally been oriented toward promotion of
manufactured exports and import substitution. The intent of these tax
incentives is to improve Mexico's balance-of-payments position, but the export
tax rebates have, in some cases, constituted the basis for subsidy
investigations under U.S. trade law by the U.S. Department of Commerce.
Measures taken by Mexico in the automotive and transportation sectors, as well
as pharmaceutical production, have been the basis for concern by the U.S.
Government in the past. Many of these concerns could be resolved by Mexico's

.accession to the GATT.
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Free zones.--Mexico’s free zones were established to encourage
development in the once remote regions in the States of northern Mexico. A
perimeter zone (formerly known as a "free perimeter") 20 kilometers wide
parallels the U.S. border and includes the border cities. Certain items. may
be shipped to these zones at reduced duties or free of duty. Duty-free goods
brought into the free zones may not be transferred to the rest of the country

without payment of duties. This is enforced by checkpoints at the boundaries
of the zones.

Maquiladoras.--In 1965. Mexico began encouraging the establishment of
in-bond production facilities in the border region, commonly known as
maquiladoras. Mexico waived a number of its restrictions on foreign
investment and allowed duty-free importation of components and materials used
in the maquiladoras, provided that the output of the maquiladoras is exported
from Mexico. Later Mexico permitted the establishment of maquiladoras in most
of the interior of Mexico and allowed some of their output to be sold within
Mexico. However, 90 percent of the maquiladoras are located in northern
Mexico. At the end of 1985, there were an estimated 735 maquiladoras
employing over 200,000 persons.

GATT accession.--Mexico formally applied to accede to the GATT in
November 1985. By August 24, 1986, Mexico was a full member, or contracting
party to the GATT. To join the GATT, Mexico agreed to bind or lower many
tariffs, continue to phaseout many quotas and import license requirements,
administer nontariff measures and development programs in a GATT consistent
manner, and sign on to a number of the Tokyo Round codes.

On tariffs, Mexico agreed to a number of tariff concessions of interest
to the United States:

o Mexico agreed to establish a maximum tariff of 50 percent on all 8,413 of
its tariff lines.

o Mexico is also granting bound duty rates of lower than 50 percent on 373
tariff lines, representing 16 percent (or $1.9 billion) of total Mexican
imports in 1985.

o Items bound at rates lower than 50 percent include 210 items imported
from the United States. They represented $1.2 billion or 15.7 percent of
total Mexican imports from the United States in 1985.

On nontariff barriers, Mexico has committed to adhere to five of the
Tokyo Round nontariff barriers codes within 6 months of accession. These

codes include those on import licensing, customs valuation, antidumping,
subsidies, and standards. '

o The United States obtained the bound elimination of licenses of 175 of
the 210 priority items.

o Membership in the Subsidies Code, under which export subsidies are
illegal, reinforces Mexico’s bilateral commitments to the United States
to phase out export subsidies.
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0 Accession to the Customs Valuation Code should remedy trade problems
associated with Mexico’s minimum import pricing system. Under the code,
import duties would have to be based on customs value rather than on the
Government'’s calculated "official value" that has been used in the past.

U.S. trade programs with Mexico

Overview.--U.S. Government programs affecting trade with Mexico range
from statutory provisions designed to implement bilateral agreements of the
two governments to broad trade policies and programs used by or benefiting
many countries. The latter group includes the granting of most-favored-nation
(MFN) duty status and the extension of preferential tariff treatment under the
GSP. In addition, both U.S. and Mexican firms and their trading communities
can make use of U.S. FTZ's and of items 806.30 and 807.00 of the TSUS. The
benefits of all these programs extend beyond the border area.

The United States uses trade-regulating devices such as the MFA
(controlling textile and apparel imports) and cooperative programs (such as
regimes for the control of transborder pollution) in its dealings with
Mexico. State and local programs also attempt to provide a basis for
communication and cooperation with Mexico. Many of these programs affect
primarily the border area, but both countries use them to attempt to direct
and expand overall bilateral trade and development.

Federal regulatory measures have particularly strong effects on
transborder trade, especially on shipments from Mexico. U.S. regulation of
Mexican motor carriers and agricultural/horticultural products are frequently
cited as areas of concern. Border trade is also said to be hindered by the
inadequacy of present international bridges and customs ports of entry, as
well as by delays in customs clearances because of inspection programs or the
lack of personnel. Such infrastructure and procedural problems were almost
universally decried by those commenting or testifying before the Commission.

Most-favored-nation tariff treatment.--MFN principle requires that the
same tariff rate apply to imports from all trading partners with MFN status.
Its intent is to establish equality in international dealings among the
grantees by ensuring that a commodity is treated uniformly, regardless of
origin. The MFN principle has led to a reduction in the level of tariffs in
the post-World War II period since the lowest duty rate must be granted to all
of the grantor’s best or "most favored" allies or trading partners.

Among its 91 member countries, the GATT largely replaced the traditional,
bilateral "friendship, commerce, and navigation" (FCN) agreements that had
been the principal means of establishing MFN treatment. Mexico formally
acceded to the GATT in August 1986. Nor does the United States have a FCN
agreement in force with Mexico, after a 1943 reciprocal trade agreement was
terminated in 1950 and replaced with various more specific agreements.
However, Mexico continued to receive MFN treatment from the United States.
Thus, with the exception of articles receiving preferential GSP treatment,
Mexican exports to the United States are assessed the MFN rates.
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The Generalized System of Preferences.--The GSP, established in title V
of the Trade Act of 1974, is a nonreciprocal duty elimination granted by the
United States on designated products of developing countries. Mexico was
designated as a beneficiary developing country (BDC) in 1975, the first year
of the program, and has continued as a designated BDC.

In 1985, merchandise valued at $1.2 billion, or 6.6 percent of U.S.
imports from Mexico, entered duty free under this program. The GSP percentage
of U.S. imports from Mexico is the smallest among all beneficiaries of the
U.S. GSP program because petroleum, which dominates Mexico'’s exports, is not
GSP eligible. The two most significant GSP-eligible products imported from
Mexico are chemicals and related products and machinery and equipment. Total
imports from Mexico under the GSP are projected to increase at an average
annual rate of 8 percent, from $1.2 billion in 1986 to $1.6 billion in 1990.
The Commission estimates that the border region accounted for 34 percent of
total GSP imports in 1985 from Mexico.

The total duties foregone under the GSP program are an overstatement of
the benefits that exporters receive from the program. The total duties
foregone as a result of GSP imports are estimated to have increased
irregularly from $23.3 million in 1976 to $47.4 million in 1985, an average
annual rate of 8 percent.

Whereas the GSP program has potentially encouraged the industrial
development of certain sectors in Mexico, other factors may have lessened the
benefits-to Mexico.. Many of the products for which Mexico has a comparative
advantage are not eligible for GSP treatment. These include petroleum
products, and certain textiles and apparel, which are not GSP eligible due to
their regulation by the Multifiber Arrangement. Many other items are
suspended from eligibility for duty-free treatment under the GSP and under the
competitive-need limits rule. Important examples are certain fresh
vegetables, ceramics, glass products, and certain electronic products.

Machinery and equipment account for the largest volume of GSP imports
from the border region, and most of these are produced in maquiladoras. There
does not appear to be any other significant manufacturing sector of the
Mexican economy located along the border that uses GSP extensively.

Foreign trade zones.--FTZ's, have been permitted in the United States
since the enactment of the Foreign-Trade Zones Act of 1934. A U.S. FTZ is a
relatively small, enclosed area located in or near a customs port of entry,
often comprising only a few buildings or even part of a single structure. The
FTZ's are outside the customs territory of the United States and goods may be
brought into an FTZ, returned to the country of origin, or exported to third
countries without payment of U.S. customs duties or taxes. Once within the
zone, foreign articles may be stored, manufactured, processed, combined with
U.S. components, shown, or otherwise manipulated in accordance with the
operating grant given by the Foreign Trade Zones Board. Goods from an FTZ may
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also be given lower U.S. customs duty treatment, depending on their condition
as imported, any changes while in the FTZ, and the pertinent tariff provisionms.

Three of the nine FTZ's in the border area are active, and six--all in
Texas--are located at the U.S.-Mexican border customs ports of entry. (The
latter are McAllen, El Paso, Brownsville, Laredo, Del Rio, and Eagle Pass.)
Thus far, zone operations appear to have focused on storage and distribution
rather than manufacturing.

Items 806.30 and 807.00 of the United States Tariff Schedule.--Items
806.30 and 807.00 of the TSUS exclude from U.S. customs duties the portion of
the imported article’s value that is eligible and of U.S. origin. In general,
for articles assembled abroad using fabricated components manufactured in the
United States, duty is paid only on the value of the foreign assembly or other
foreign processing.

Mexico is a leading source of 806.30 and 807.00 imports, accounting for
14 percent of the total of such imports in 1985 ($3.9 billion). These imports
are also a major export for Mexico, accounting for 21.3 percent of the total
Mexican exports to the United States in 1985.

In 1985, machinery and equipment products accounted for the majority of
806.30 and 807.00 imports from Mexico: the $3.8 billion in imports represented
97 percent of these imports from Mexico. The Commission estimates that
$3.2 billion of those imports were from the Mexican border region. The total
of 806.30 and 807.00 imports from Mexico are projected to increase at an
average annual rate of 8 percent, rising from $3.9 billion in 1986 to $6.8
billion in 1990.

Although the 806.30 and 807.00 provisions are not considered regional or
unilateral provisions, they have provided benefits to Mexico and the border
region, particularly in conjunction with the incentives that Mexico has
provided for the development of maquiladoras. Mexican authorities do not levy
import duties on U.S. shipments to the in-bond plants, similarly, they do not
levy export duties on outbound shipments from these plants. Mexico has become
an important partner in assembly operations because of its geographical
location, which permits easy access to transportation routes leading to and
from almost anywhere in the United States and helps to ensure lower
transportation costs compared with most other foreign sources of imports. The
maquiladoras in Mexico’'s border communities help the economies on both sides
of the border.

Multifiber Arrangement.--The United States and Mexico are both parties to
the MFA and maintain a bilateral agreement covering many Mexican exports to
the United States of textiles and apparel. The agreement currently in effect
with Mexico, signed in February 1979, was subsequently extended through
December 1987. This agreement currently provides for quotas only on apparel
items, including trousers, coats, coveralls, shirts, blouses, and brassieres
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of cotton or manmade fibers. These garments accounted for slightly more than
60 percent of the value of total imports of MFA-covered products from Mexico
in 1985. The remaining, nonquota MFA product imports from Mexico may be
brought under quota when the United States finds that imports of a partieular
product are disrupting or threatening to disrupt the U.S. market. In addition
to quotas, designated consultation levels, which cannot be exceeded without
prior consultation between the two countries, cover many other apparel
products from Mexico, including yarn and suits.

In 1985, U.S. imports from Mexico of textile and apparel products subject
to MFA control were valued at $275 million and represented 1.5 percent of
Mexico’s exports to the United States. The overall growth of MFA-controlled
imports from Mexico was substantially lower than the growth in U.S. imports of
MFA products from all countries; during 1976-85, MFA imports from Mexico rose
by 69 percent in value, whereas imports from all other countries rose by 267
percent in value during the same period, primarily because of the growth in
imports from Hong Kong, Taiwan, Republic of Korea (Korea), China, Japan, and
Italy, the six largest suppliers. U.S. MFA imports from Mexico are projected
to grow by 34 percent during 1985-90 to $368 million, and those from the
border areas are expected to increase by 35 percent to $258 million.

Although the benefits to Mexico might increase if access to the U.S.
market were unrestricted, as a less competitive world supplier Mexico benefits
from the tight U.S. import restraints on the major low-cost apparel producers
such as Taiwan, Hong Kong, and Korea. The MFA and the United States-Mexico
bilateral agreement also reduce the risk that Mexican producers’ access to the
U.S. market would be denied abruptly.

The most significant factor affecting border developments has been the
growth of the in-bond apparel industry. The Commission estimates that in
1985, 65 percent of all textile and apparel imports from the border entered
under the MFA. This quantity, $191.6 million, also represented 70 percent of
all textile and apparel imports from all locations in Mexico entering under
the MFA in 1985.

Voluntary Restraint Agreement on the exports of Mexican steel.--In.
December 1984, Mexico agreed to limit steel shipments to the U.S. market for a
5-year period, beginning October 1984. For 1986, the agreement limits Mexico
to 0.36 percent of U.S. apparent consumption and to 100,000 tons of
semifinished steel. Steel products manufactured in Mexico's maquiladoras
remain outside the scope of restrictions. In exchange, the United States made
a commitment to seek the termination of unfair trade investigations on steel
items subject to the agreement.
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Agriculture.--One of the more critical issues of U.S.-Mexican trading
relations relates to agricultural, fishery, and forest products. In 1985,
Mexico was the fourth largest source of U.S. imports of these products,
accounting for $2.1 billion, or about 5 percent of these imports. Mexico was
also the fourth largest market for U.S. exports of these products in 1985,

- purchasing $2.2 billion, or 6 percent of these exports.

Prior to the mid-1970's, Mexico generally exported more to the United
States in agricultural goods than it imported; however, beginning in the
mid-1970’s, this situation reversed with the United States generally supplying
more agricultural goods to Mexico than it imported from that country.

The leading agricultural imports from Mexico are fruit, nut, and
vegetable products, which together accounted for one-third of U.S.
agricultural imports from Mexico in 1985. The U.S.-duty rates on fruits,
nuts, and vegetables were higher than the rates on U.S. imports of any other
group of agricultural products from Mexico in recent years. In 1985, about
86 percent of the $676 million in U.S. imports of fruits, nuts, and vegetables
from Mexico were dutiable at an ad valorem equivalent (AVE) duty of 10.4
percent. Overall, about one-half of total U.S. imports of agricultural
products from Mexico were dutiable in 1985, and the average AVE duty rate was
7.5 percent. The other half either entered under the GSP or came in under
categories (shrimp and crude coffee) that are duty free for all countries.

A variety of sanitary requirements and quotas affect the import into the
United States of agricultural products from Mexico. For example, there are
quotas on imports of most dairy products from all countries, there are
inspection requirements for Mexican and all other foreign slaughtering plants
pertaining to meat imports, and there are limits on the amounts of herbicide
and insecticide residues in food products as well as requirements pertaining
to the presence of certain insects or botantical diseases on fresh or
unprocessed agricultural products. In 1984, for example, the Food and Drug
Administration began rejecting the entry of Mexican fresh pineapples because
of carbaryl pesticide residues in the fruit. It is difficult to quantify the
impact of these nontariff import barriers on these Mexican products because
even in their absence, it is unlikely that Mexico would be exporting sizable
quantities to the United States because of supply and demand considerations
for these products within Mexico and the United States.

The Commission staff estimates that less than one-sixth of U.S. imports
of agricultural goods from Mexico are produced in Mexican border areas.

Cooperative and other trade programs: existing and proposed

A number of new programs have been proposed to stimulate investment
spending or to encourage the relocation of businesses to the border region.
Generally, the proposals would either reduce taxes or eliminate trade barriers
for the products of firms that locate within the border region.
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Productivity zones

Overview. --According to the Productivity zone proposal, businesses would
have the option of investing in productivity zones, areas 15 miles in radius
established on either side of the United States-Mexico border. Firms that
. locate in the zones would be permitted to hire Mexican labor at the higher of
the prevailing market wage or the Mexican minimum wage. However, three
restrictions would be placed on firms that locate on the U.S. side. First,
they would be required to hire U.S. workers in fixed proportion to the number
of Mexican laborers employed (i.e., for each 10 Mexican workers, one U.S.
citizen would have to be employed). Second, the firms would have to ensure
that Mexican workers have adequate working conditions. Third, firms would be
required to pay an additional income tax, which would be remitted to the
Mexican Government.

Comment. --There are a number of legal, administrative, and economic
issues raised by this proposal. First, legally, the suggestion that taxes be
collected on firms located within the U.S. zones and then remitted by the U.S.
Government to the Mexican Government is an unusual and certainly unprecedented
measure. Second, the notion that Mexican workers be paid the prevailing
Mexican wage while employed in zones on the U.S. side may be controversial.
This provision is likely to generate opposition not only among labor groups,
but also among individuals who feel that paying different wages to workers
that are working side by side and performing the same task is unfair.

The third set of issues is economic: the effect on investment, wages,
employment, land rents, and illegal immigration.

o Depending on the size of the income tax and the required hiring ratio,
the creation of the productivity zone could raise the level of investment
in the border region.

o The proposal would not attract additional U.S. investment into Mexico.
U.S. firms already have the option of locating in Mexico in order to have
access to Mexican labor.

o The impact on the Southwest labor market for unskilled workers would be
mixed. Both employment and wages for U.S. unskilled workers would
probably decline. Mexican laborers, on the other hand, would likely
benefit from this program; although their wages would not improve much,
income earning opportunities should increase.

o Other beneficiaries of this proposal are likely to be property owners.
Rents in the border area would be stimulated by firms seeking land in
which to locate.

Enterprise zones

Overview. --According to its proponents, U.S. enterprise zones are
designed to provide income and employment to individuals by creating
incentives for businesses, primarily small businesses, to locate within
distressed areas. The package of incentives, which include the elimination of
Government regulatory burdens and the provision of income and investment tax
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credits, are intended to counter the business risks associated with locating
within depressed areas. Other incentives of the program are designed to
encourage businesses to provide training for disadvantaged individuals whose
lack of skills make them difficult to employ,

Comment.--The bill will have implications for the level and location of
investment within the United States.

o The creation of the enterprise zones would stimulate investment in the
zones located in the border region. Investment outside the zone may,
however, decline. :

o Generally, U.S. laborers in the border region are likely to experience an
increase in income and employment opportunities.

o Landowners within and contiguous to the zones would benefit: the demand
for land by firms would increase rents.

o As structured, the bill may lead to an inefficient allocation of
resources since firms within enterprise zones would be subsidized
relative to those outside the zones. Firms in the enterprise zone are
favored only because of their location.

o The incentives provided for the training of workers are an important
provision of the enterprise zone proposal.

H.R. 3199, "United States-Mexico Border Revitalization Act"

Overview. --According to its proponents, H.R. 3199 is designed to
stimulate economic growth and development along the United States-Mexico
border. The bill also has the long-term objective of moving the United States
and Mexico towards the creation of a free-trade area between the two countries.

The principal feature of the bill is the provision of trade and tax
incentives to (U.S.-Mexican) joint ventures that locate in an area 200 miles
along either side of the border. Specifically, the proposal calls for the
elimination of duties on products produced by eligible firms and traded
between Mexico and the United States, and for these firms to receive tax
credits for investments and increases in their payrolls. Individuals employed
by the firms would also be eligible for income tax credits.

Unlike other proposals, the eligibility criteria of this proposal
requires that a firm be a U.S.-Mexican joint venture, with the nationals of
the country in which the firm is located holding the controlling interest and
with a minimum of 35 percent of the equity held by citizens of the other
country. Thus, to be eligible, at least 35 percent of the equity of a U.S.
firm located in the United States must be held by Mexican citizens, whereas a
Mexican firm located in Mexico must have at least 35 percent of the equity
held by U.S. nationals.

Comment. --Of the proposals on which testimony was given at the hearings,
this proposal is the most ambitious both in terms of the geographic area to be
targeted and in terms of the potential cost of implementation. The U.S. side
of the zone would include major nonborder cities such as Los Angeles,
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Tucson, Phoenix, Albuquerque, Austin, San Antonio, and Corpus Christi. In
addition, the equity-sharing provision of the bill may be controversial and
may also have a number of unintended consequences. These and other effects
are discussed below. '

o The creation of the coproduction zones would stimulate investment in the
border region. However, the bill would lead to a reduction in investment
outside the 200 mile region.

o Generally, U.S. workers in the border region are likely to experience an
increase in income and employment opportunities.

o Landowners within the 200 mile area would benefit. As firms expand, the
demand for land by firms would increase, increasing rents.

o The bill may lead to an inefficient allocation of resources. Since the
tax abatements would act as a subsidy to firms located within the 200
mile region, firms would be rewarded and encouraged to expand on the
basis of geographical location rather than economic efficiency. They
also would be rewarded on the basis of their willingness to share equity
with Mexican investors.

The bill raises a number of important questions for Mexico. First, what
impact will a program that consists principally of tax abatements have on
Mexico’s efforts to resolve its present fiscal crisis? Second, a major
objective of the bill is to encourage the inflow of capital, particularly U.S.
capital, into the border region. There is some evidence that equity-sharing
provisions discourage U.S. investors. Most observers argue that the recent
relaxation of the equity requirements by Mexico has been instrumental in -
attracting U.S. investors to the border region.

The bill may have the following effects on Mexico.

o The proposal may intensify the infrastructure problems that currently
plague border cities in Mexico. At the same time the Government is to be
asked to reduce taxes, greater demands will be placed on already over
burdened roads, public utilities, schools, and other public services.

o The bill may facilitate and promote capital flight from Mexico to the
United States, since to be eligible for the bill's trade and tax
incentives, U.S. firms must sell at least 35 percent of their equity to
Mexican citizens. To do so, the Mexican Government must relax its
controls on capital outflows,

Increasing the number of FTZ's along the border .

Overview. --During the hearings, it was proposed that the number of FTZ's
along the border be increased to stimulate trade between Mexico and the United
States. It was argued that such zones would also generate benefits for border
area communities.

Comment. --Fourteen border ports of entry are eligible for FTZ's: three
are located in Texas, one in New Mexico, and five each in Arizona and
California. However, virtually all of these ports in Texas, New Mexico and
Arizona are located in isolated rural areas with very small populations and
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none has a city of any size located across from it in Mexico. Since the zones
in the border area exist primarily to facilitate cross-border trade, the

absence of an adjacent large city in Mexico reduces the likelihood of new
zones in these ports.

Of the five border ports of entry in California, San Diego and Calexico
are the most promising. San Ysidro could have promise also. San Diego and
San Ysidro are across the border from Tijuana, Mexico, and Calexico is across
the border from Mexicali, Mexico. Both of these Mexican cities have large
concentrations of maquiladora plants, which suggests that a large potential
might exist for U.S. firms to take advantage of FTZ benefits in connection
with their plant operations in Mexico. Experience in other zones along the
border suggests that the success of any new zones and their contribution to
economic activity and job creation will be dependent upon the prior existence
of economic activity such as the existence of the maquiladoras and the
utilization of the provisions of TSUS items 806.30 and 807.00.

Methodology for estimating the level of imports from the border and
nonborder regions of Mexico under various U.S. trade policies

The figures given in this repor on U.S. imports from the border region of
Mexico were based on data supplied by Direccion General Estadistica, Instituto
Nacional de Estadistica, Geografia e Informatica. Such data included
production statistics for broad categories of products for border and
nonborder Mexican regions. Also, information was gathered from analysts,
other Government agencies (such as the U.S. Department of Agriculture),
Mexican officials, and knowledgeable industry persons. Nevertheless, the
reader is cautioned that even though every effort was made to calculate such
imports, the results remain estimates. )



ECONOMIC EFFECTS OF UNITED STATES-MEXICO
TRADE ON U.S. BORDER COMMUNITIES

The purpose of this section is to examine the economic effects of
U.S.-Mexican trade on U.S. border communities. 1/ It is divided into two
parts. Part one focuses on the importance of intraregional trade, i.e.,
commodity flows between U.S. border communities and their contiguous Mexican
. cities. This trade consists primarily of sales by the retail, wholesale, and
services sectors to Mexican consumers and of purchases of tourist services in
Mexican border communities by Americans. The importance of these flows is
illustrated by reviewing the impact of the peso devaluation on the economies
of the U.S. border communitiés. The second part of the analysis examines the
effect of extraregional or total U.S.-Mexican commodity and factor flows on
U.S. border communities. The former are commodity and service flows whose
origin or destination may be external to the region, whereas the latter is the
movement of capital and labor between the two countries. Included is an
extensive discussion of the maquiladora program, consisting of trade-related
investment flows, and a brief discussion of Mexican immigration to the United
States. 2/ This section begins by defining the border region (also see
appendix D) and by providing a brief overview of the economic linkages between
twin cities.

Definition of the Region

In this study the "Border" refers to the demarcation line separating the
United States and Mexico. This international border extends 1933 miles from
the Pacific Ocean to the Gulf of Mexico. On the U.S. side, it touches the
states of California, Arizona, New Mexico, and Texas; on the Mexican side, it
touches the states of Baja California, Sonora, Chihuahua, Coahuila, Nuevo
Leon, and Tamaulipas. (This area is depicted in Figure 1.) The 25 counties
on the U.S. side of this demarcation line define the U.S.-border region, 3/
and the 35 "municipios" that lie adjacent to the border on the Mexican side
define the Mexican-border region. 4/ "Borderlands" refers to the area

1/ The border region’s economic history, the social and demographic
characteristics of its population, and the structure of its economy are
discussed more extensively in appendix E.

2/ Appendix H contains an exercise that illustrates the economic
interdependence of the border communities by calculating the effect of Mexican
maquiladora investment on the level of economic activity in U.S. twin cities.

3/ This is the definition used in Robert R. Nathan Associtates, Industrial
and Employment Potential of the United States-Mexico Border, Washington, D.C.,
U.S. Department of Commerce, Economic Development Administration, 1968.

4/ James Peach, Demographic and Economic Change in Mexico'’s Northern
Frontier: Evidence from the X Censo General de Poblacion y Vivienda, New
Mexico State University, November 1984. Professor Peach used this definition
in his demographic and economic study of Mexico’s northern border. 1In
addition to the municipios adjacent to the border, the municipio of Ensanada
is included in the definition since it is traditionally included in studies of
the border region. The Mexican municipios or municipalities are more similar
conceptually and geographically to counties in the United States than to what
is generally thought of as a municipality in the United States.
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surrounding the border region and is defined as the states on both sides of
the border. 1/ (This area is depicted in Figure 2.)

Description of Economic Linkages between Twin Cities

The twin cities that are adjacent to each other on opposite sides of the
United States-Mexico border play an important economic role in the border
region. 2/ In most cases, the twin cities are the centers of economic
activity for their respective subregions. The main economic activity of the
twin cities centers on processing the flow of goods and persons between the
two countries. One consequence of this flow is that over time the twin cities
have developed a symbiotic relationship. This interdependence has also
generated much scholarly research. (See the references listed in the
bibliography.) Some of the characteristics of the economic linkages are
described below.

1/ There is no agreement among policymakers or scholars on how to define the
border region. The definition used in this study was chosen on the hypothesis
that those areas immediately adjacent to the border are the ones most strongly -
influenced by its location. See Kenneth Nowotny and James Peach, "The
Economics of Border Areas," Teaching about International Boundaries, Las
Cruces, October 1985, and Appendix D for a more detailed discussion of this
issue. ’

2/The 14 twin city communities are:--

(1) San Diego-San Ysidro, CA / Tijuana, Baja California
(2) Calexico, CA / Mexicali, Baja California

(3) Yuma-San Luis, AZ / San Luis Rio Colorado, Sonora
(4) Nogales, AZ / Nogales, Sonora

(5) Douglas, AZ / Agua Prieta, Sonora

(6) Columbus, NM / Palomas, Chihuahua

(7) El Paso, TX / Ciudad Juarez, Chihuahua

(8) Presidio, TX / Ojinaga, Chihuahua

(9) Del Rio, TX / Ciudad. Acuna, Coahuila

(10) Eagle Pass, TX / Piedras Negras, Coahuila

(11) Laredo, TX / Nuevo Laredo, Tamaulipas

(12) Rio Grande City, TX / Camargo, Tamaulipas
(13) Hidalgo-McAllen, TX / Reynosa, Tamaulipas
(14) Brownsville, TX / Matamoros, Tamaulipas

The twin cities are listed in geographical order from west to east. With the
exception of the San Diego-Tijuana twin city, all of the Mexican cities are
larger than their U.S. counterparts. On the whole, the majority of economic
activity centers in the twin cities of San Diego-Tijuana, El Paso-Juarez,
McAllen-Reynosa, and Brownsville-Matamoros.
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The cities provide an important link between the economies of Mexico and
the United States since a large portion of import and export traffic between
the two countries passes through the customs districts of the twin cities.
Because of the difficulty of shipping goods from seaports on Mexico’s eastern
coast, many Mexican firms prefer to transport their products overland to the
. U.S. side of the border, then ship their products from the Port of
Brownsville. The most recent statistics for U.S. Mexico trade (presented in
table 1) indicate that approximately 55 percent of Mexican exports to the
United States in 1984 entered through border ports of entry. The largest
border port, in terms of the value of imports from Mexico, is El Paso. In
addition, the border region has become an important tourist destination for
the residents of both countries. For instance, in 1985, expenditures by
Mexican tourists accounted for 17 percent of total expenditures by foreign
tourists in the United States. Of this amount, over half were made in the
border region. 1/

On a regional level, a flow of income has evolved between the twin cities

where income is passed from the U.S. side to the Mexican side in the form of
wages and then is returned to the U.S. side in the form of cross-border

Table 1:;-Customs value of U.S. imports from Mexico,
by border ports of entry, 1984

(In dollars)

Port of entry Customs value No. of entries
El Paso.....ccivveunennnn $2,225,445,897 99,450
Laredo..........civven... 2,114,686,151 97,698
Brownsville.............. 1,241,054,448 44,808
Nogales........oovveunnnn 1,042,517,807 111,622
Hidalgo............ e 1,010,467,491 50,780
San Ysidro............... 770,676,616 112,072
Eagle Pass............... 514,374,430 11,767
Calexico.......ccovvvnnn 497,039,319 © 63,159
San Diego...........cv0nn 263,179,186 23,893
Douglas.......coovuuuunnn 142,708,098 11,773
Del Rio..........ccun... 71,254,478 5,082

Total................ $9,893,404,000

Total U.S. imports

from Mexico........ $18,020,000,000

Source: Letter of July 7, 1986, U.S. Customs Service, Commercial Compliance
Division; total obtained from U.S. Department of Commerce, Bureau of the
Census, Highlights of U.S. Export and Import Trade, FT990, December 1985.

1/ U.S. Dept. of Commerce, Survey of Current Business, May 1986.




purchases by Mexican consumers. 1/ Indeed, for many of the U.S. cities, such
as Calexico, CA; Nogales, AZ; and Laredo, TX, these cross-border purchases
account for a major portion of retail sales.

Another important factor in the economies of some twin cities is the
existence of the maquiladoras. These are assembly plants that are mostly
owned and managed by U.S. firms and are located in the Mexican twin city to
take advantage of Mexico’'s lower wages. The firms have also been attracted by
changes in the tariff schedules of both countries. For instance, maquiladoras
are allowed to import U.S.-made raw materials into Mexico duty free and then
re-export the finished products to the United States where duty is paid only
on the value added in Mexico. That portion of the product’s value derived
from using U.S.-made components is exempt from duties. Many analysts believe
that the maquiladoras present the greatest prospect for the future growth of
twin cities along the border.

Another important and particularly controversial factor is the effect of
undocumented migration to the United States by Mexican nationals. Although
the legal (possessing green cards) daily crossing of Mexican nationals to work
in the U.S. twin city is a permanent feature of the twin city economies, the
implications of Mexican illegal immigration are major issues under debate for
the United States as a whole and for the U.S. border region in particular.
Because such immigration is comparable with an increase in the resource base
of the United States, it can under certain conditions contribute to U.S.
national income. In addition, partial data indicates that illegal immigrants
contribute more in tax payments than the cost associated with their using free
social services (with the possible exception of education). Yet, illegal
immigrants do have certain distributional consequences. For instance, if U.S.
communities along the border provide such public services as health care and
education without receiving a proportionate share of the tax contributions
made by such immigrants, then it is argued that by bearing a disproportionate
share of the costs, the counties provide a subsidy to the Federal Government.
In addition, the presence of undocumented workers may reduce wage and job
opportunities for those Americans who directly compete with them in the
unskilled labor market.

Description of Border Intraregional Commodity Flows

This analysis of the border region commodity markets is divided into two
sections. The first section describes the retail, wholesale, and services
sectors, emphasizing the importance of the sectors for the border communities
in terms of number of establishments and employment generated. The second
examines the importance of the Mexican consumer to the economies of the border
cities of each State.

1/ The flow of goods and services between the two countries has been
facilitated by the cultural as well economic overlap of the two regions
(culturally, both sides of the border form a near homogeneous region).



Importance of cross-border expenditures

Retail trade and service industries.--The retail and wholesale trade and
selected services sectors are important to the economies of the U.S. border
region both in terms of number of establishments and employment. (For data,
see tables in app. E). For instance, in 1980, trade and services provided
almost 50 percent of the employment opportunities in the border region. The
establishments were concentrated in the major population centers of San Diego
County (CA), Pima County (AZ), El Paso County (TX). 1/

-Mexican expenditures in U.S. border communities.--Businesses in the
border region are dependent upon sales to Mexican consumers as well as U.S.
consumers. Mexican consumers can be categorized into three basic types. The
first are Mexicans who live in neighboring cities along the border and shop
regularly in the United States. The majority of their expenditures are for
retail goods, services, and real estate. The second are Mexican tourists from
the interior of Mexico visiting the United States. The third are runners or
brokers who do not formally import from Mexico, but have well-established
credit relations between Mexican customers and U.S. stores that serve as their
source of supply. 2/ This section focuses on the first two types of Mexican
consumers because of their cross-border shopping and tourist expenditures, and
because these expenditures, in terms of size, make a more important
contribution to the economies of U.S. border communities.

Border commerce is certainly important for Mexican consumers. This is
illustrated by the fact that border area purchases by Mexicans are .
significantly larger than total Mexican tourist expenditures abroad. (See
table 2.) 1In fact, as illustrated in table 3, Mexican border purchases in the
U.S. border have exceeded similar expenditures by foreigners in Mexico in each
of the last six years.

Mexican purchases of U.S. goods are motivated by a number of factors. It
is widely believed that Mexican consumers consider goods made in the United
States to be higher in quality, more diverse, and lower priced than similar
products made in Mexico. 3/ For instance, Helena Bordie estimated that 40 to
75 percent of Mexican expenditures abroad in 1979 occurred in the United
States primarily because of the superiority of U.S. processed goods. 4/
Mexican consumer choices are restricted in Mexico because of the lack of

1/ Jerry R. Ladman, "The U.S. Border Regional Economy: Interdependence,
Growth, and Prospects for Change," Views Across the Border, Albuquerque, NM,
University of New Mexico Press, 1985.

2/ Niles Hansen, The Border Economy: Regional Economy in the Southwest,
Austin: University of Texas Press, 1981.

3/ Op. cit., Martinez. Statement by Dr. Gilbert Cardenas, McAllen
transcript at 207. Statement by Michael Herrera III, McAllen transcript at
232,

4/ Helena Robin Bordie, "The Effect of the 1982 Peso Devaluations on Retail
Sales in El Paso, Texas," Congressional Hearings on the Impact of Peso
Devaluations on U.S. Small Business and Adequacy of SBA’'s Peso Pack Program,
May 20, 1983, pp. 442 and 443.




Table 2.--A comparison of Mexican spending in the U.S. border area and
Mexican expenditures abroad, 1979-84

Mexican spending Mexican tourists
in the U.S. border spending abroad
- Year \ area

Millions of =~ Millioms of
dollars dollars

1979, e e $2,246 § 684

1980. .. it e 2,018 1,043

R 2,493 1,571

1982, . e e i 1,421 788

1983, . il e 1,141 441

1984, . . i e 1,520 646

Source: Banco de Mexico.

Table 3.--Border transactions in the border area, 1979-84

Foreign spending Mexican spending
in Mexico’s border in the U.S. border
Year area area
Million Million
dollars dollars
1979. ..o iviieinn .. e Ceeeeaeaen $2,919 $2,246
1980. ... e 1,520 2,018
1981............ e N 1,559 2,493
1082, . e e e 1,237 1,421
1983, . i e e e 1,104 1,141
1984, .. e e e 1,329 1,520

Source: Banco de Mexico.

retail development in Mexican border towns. 1/ Some Mexicans have also

developed a preference for food products that are only available on the U.S.
side.

The importance of sales to Mexican consumers by U.S business along the
border, and in turn for employment, is illustrated by the following data for
several of the larger U.S. communities along the border. The four largest
Texas communities along the United States-Mexico border are El Paso,
Brownsville, Laredo, and McAllen. Twenty-five percent of El Paso'’s labor

© 1/ Statement by William L. Mitchell El Paso transcript at 38. In their
statements, William L. Mitchell and Dr. Cardenas also emphasized the effect of
inflation on Mexican’s consumption of U.S. goods.



force is employed in wholesaling and retailing. Thirty-seven percent of total
sales in these sectors is estimated to have been purchases by Mexicans; the
percentage is even larger for businesses located closer to the border. 1/ For
example, for some of El Paso’s downtown merchants, 90 percent of their sales
were to Mexicans. 2/

Like the retail sector, El Paso’s health and tourist industries are also
dependent on expenditures by Mexicans crossing the border. Mexican nationals
comprise 20 to 50 percent of the clientele of El Paso’s physicians and
dentists. 3/ In the case of tourism, for the county of El Paso in 1983, total
travel expenditures (consisting of transportation expenditures, food, and
entertainment) were estimated to have generated 7,371 jobs and a payroll of
$73 million. Although, no estimates exist of the percentage of travel
expenditures in El Paso attributable to Mexicans, it is believed to be
significant. Mexicans are important contributors to the tourist trade in El
Paso through expenditures on hotels and restaurants. 4/

Brownsville is the second largest Texas border city. Mexican
expenditures prior to the 1982 devaluations accounted for about 68 percent of
Brownsville’s retail sales. The real estate sector prior to 1982 also
depended on Mexican purchases; 40 percent of the condominiums on South Padre
Island located off the coast near Brownsville were bought by Mexican
nationals. 5/ Tourism is also an important source of income for Brownsville.
For Cameron County, which includes Brownsville, total travel expenditures were
$293,272 in 1983. An estimated 6,824 jobs were generated in the county by
these expenditures. Industry officials believe that tourist expenditures in
Brownsville are significant, although no precise estimates are available.

The economies of two other Texan cities, Laredo and McAllen, also rely
heavily on Mexican expenditures. In Laredo, in 1982, Mexican consumers bought
80 percent of the goods sold by Laredo retailers. 6/ Through the payment of
city sales taxes, Mexican purchases of retail goods also provided one-half of
the city government’s revenues. During the same period, Mexican consumers
were also important consumers in the Laredo housing market, accounting for 70
percent of the $34 million in purchases in the Laredo housing market. 7/ 1In

1/ The estimate is inferred from the drop in retail sales that resulted from
the 1982 peso devaluation. Congressional hearings, p. 354.

2/ Op. cit., Bordie, p. 476. .

3/ Ellwyn Stoddard, "Manifesto and Latent Consequences of.Mexico'’'s Economic
Policies," Presented to the Academy of International Business, Mar. 18, 1983.

4/ Texas Tourist Development Agency, Texas County Travel Economic Model, 1983

5/ Niles Hansen, "The Nature and Significance of Border Development
Patterns," The U.S. and Mexico: Borderland Development and the National
Economies, Boulder and London: Westview Press, 1985, p. 7.

6/ Robert Bullock, "The Effects of the Mexican Peso Devaluations on the
Texas Economy," Fiscal Notes 1983, Congressional Hearings on the Impact of
Peso Devaluations on U.S. Small Business and Adequacy of SBA'’'s Peso Pack
Program, May 20, 1983.

7/ Phillip N. Diehl, "The Effects of the Peso Devaluations on Texas Border
Cities," Texas Business Review, May/June 1983, pp. 120-125.
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McAllen, 30 percent of total retail sales were made to Mexican consumers.
According to testimony presented at the hearings, most of McAllen’'s hotels and
its tourist industry are dependent on Mexican tourists. 1/ Construction in
the lower Rio Grande Valley, which includes McAllen and Brownsville, was also
dependent on Mexican purchases of building permits. 2/

Mexican expenditures are also important for Arizona's border ecBnomy. In
1981, total Mexican expenditures in Arizona were estimated at $622 million, a
20.3-percent increase above the 1980 estimate. In 1981, $603.34 million or 97
percent of total expenditures were spent in border counties. Nearly one-half
of Mexican expenditures were made in Nogales and surrounding areas. The
second largest share of Mexican expenditures, $154 million, were spent in the
Yuma area. 3/

Table 4 presents a breakdown of Mexican expenditures by category. The
largest category was retail trade, excluding gasoline, which accounted for
$284 million in sales, or 45.6 percent of total Mexican expenditures.
Business purchases, including supplies and inventory, accounted for $140
million, or 22.5 percent of the total. Other expenditures by Mexicans
included groceries, transportation, medical expenses, and recreation.

The majority of Mexicans purchasing goods and services in Arizona’s
border region cross over daily to Arizona’s border communities. In 1977, 78
percent of Mexican expenditures were by residents in Sonora.

Table 5 provides information on Mexican expenditures in 1981 in each of
‘Arizona’'s border counties by type of expenditure. The majority of Mexican
expenditures in Arizona’s border region were accounted for by the retail and
food sector. In Santa Cruz and Cochise Counties, at least one-half of Mexican
expenditures were for retail goods. In Santa Cruz County, 62 percent of
Mexican expenditures were spent in the retail sector. The second largest
category, purchase of food, was 14.4 percent. In Yuma, 25 percent of Mexican
expenditures were on food and 24 percent on retail goods. In Pima County,
126.7 percent of total expenditures were accounted for by the retail trade
sector, 12 percent by food. 1In Cochise County, 49.8 percent of the Mexican
expenditures were on retail trade, whereas food was the second largest
category, comprising 23.4 percent of Mexican expenditures in Cochise County.

1/ Statement on behalf of McAllen’s Chamber of Commerce, McAllen Transcript
at 162.

2/ Niles Hansen, p. 7.

3/ Analysis of Mexican expenditures is based on a study done by Dr. Nat De
Gennaro in 1977 to assess the effect of Mexican expenditures on Arizona. This
study has been used to make estimates of Mexican expenditures in subsequent
years. The extensions through 1982 are based on secondary data such as border
crossings and vehicle counts. Also, it is assumed that the quantity purchased
remains the same for each Mexican party so that the only factors assumed to
affect total expenditures by Mexicans are the total number of Mexicans
crossing the border and inflation. The study understates Mexican expenditures
since it does not include Mexican expenditures over $4,000 because these
expenditures were difficult to assess using survey methods:
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Table 4.--Estimated expenditures of Mexican visitors to Arizona
by type of purchase, 1981

(In thousands of dollars) .
Total expenditures Percentage of

Type of purchase in each category total expenditures
Lodging..........oiiiiiiiiiiinennnnnns 17,779 2.9
Food. ...ttt ittt iiiiieennnnn 107,646 17.3
Transportation............. Geeeenoenen 25,380 4.1
Retail trade........iiiiiiiininnnnnns 283,690 45.6
Medical or health................. ... 14,187 2.3
Business expenditures.................. 140,074 22.5
Other......ciiiiiiininieenneneeaeennans 33,639 5.4

Source: Division of Economic and Business Research, College of Business and
Public Administration, University of Arizona.

Table 5--Estimated expenditures of Mexican visitors in border counties, by
types of expenditures, 1981

(In thousands of dollars)

Medical Business

Transpor- Retail or expendi-
Border country Lodging Food tation trade health tures Other
Santa Cruz.... 2,001 42,814 9,300 185,309 2,709 43,707 12,305
Yuma.......... 1,262 38,714 8,428 8,479 77 61,200 6,184
Pima.......... 2,001 11,521 5,270 25,714 8,030 25,229 7,176
Cochise....... 36 13,240 1,722 28,252 3,324 9,224 877

Source: Division of Economic and Business Research, College of Business and
Public Administration, University of Arizona.

In contrast to Texas and Arizona, the degree of interaction between New
Mexico and Mexico is small. New Mexico'’'s economic base consists primarily of
copper mining and U.S. defense facilities. Border towns are relatively small
in size. Las Cruces, the largest city, is dependent on El Paso for
communication services and some goods. The lack of any major border crossing
points between New Mexico and Mexico is also an indication that the level of
interaction is lower. . '

In California, there are two border counties, San Diego and Imperial.
Restaurants, tourist facilities, new shopping malls, and retail businesses
cater to Mexican consumers. In San Diego County in 1983, it was estimated
that 4.4 percent, or $51.0 million, of San Diego County’s shopping center
sales were to Mexicans. The importance of Mexican expenditures varies in San
Diego County's shopping areas. Like business in El Paso, the volume of sales
to Mexican nationals varies directly with the distance of the shopping areas
from the border. In San Ysidro, one of San Diego County's four major shopping
areas closest to the border, 49.2 percent of retail sales were to Mexican
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nationals. By contrast, in downtown La Jolla, another shopping area further
from the border, only 6.6 percent of La Jolla's retail sales were to Mexican
nationals. 1/ “
The largest city in Imperial County is Calexico. Calexico’'s economic
- activities operate to serve its Mexican twin city, Mexicali. Retailers
indicate that sales to Mexican nationals are important. 2/

The Effect of peso devaluations on the border region economy

The dependence of U.S. border communities on expenditures by Mexican
consumers was illustrated by the abrupt decrease in Mexican purchases that
occurred after the peso devaluations in 1976 and 1982. The peso devaluations
caused a decrease in border communities’ total sales, with retail sales being
the most affected. The decrease in Mexican purchases also had a depressing
effect on other sectors of the border economy. Hotel occupancy rates fell
sharply. Real estate sales declined and new construction, such as
condominiums purchased by Mexican tourists as vacation homes, was halted or
postponed. U.S. banks and credit-retail establishments also found that many
Mexican consumers were unable to repay loans that were denominated in
dollars. In addition to decreases in city sales tax revenue associated with
the overall decline in the level of economic activity, city government funds
also fell as a result of a decline in international bridge receipts. The
decrease in economic activity along the U.S. border was reflected most by the
decline in employment. 2/

The following section discusses the relationship between inflation and

the peso devaluation and the impact of the 1982 devaluation on U.S. border
cities.

Inflation rates and the peso devaluation.--The exchange rate between two
countries is determined by several factors. The determinants range from a
difference in the current account balance to real-interest-rate differentials
between two countries. 4/ However, in the long run, the exchange rate is

1/ "Impact of the Peso Devaluation in Retail Sales in San Diego County," San
Diego Economic Profile, 1984.

2/ Op. cit., Congressional hearings, p. 348.

3/ Carlos E. Restrepo, "The Effects of the Mexican Peso Devaluation on the
Mexican Northern Border Regions," Executive Form, spring 1983, Congressional
Hearings on the Impact of Peso Devaluations on U.S. Small Business and
Adequacy of SBA's Peso Pack Program, May 20, 1983, p. 376

4/ Alberto E. Davila, Ronald H. Schmidt, and Gary M. Ziegler, "Industrial
Diversification, Exchange Rate Shocks, and the Texas-Mexico Border," Economic
Review, Federal Reserve Bank of Dallas, May 1984.
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expected to reflect the difference in price levels between the two
countries. 1/

From 1954 until 1976, the Mexican Government pegged the exchange rate at
12.5 pesos to the dollar. However, during this period, inflation was
. relatively higher in Mexico than the United States, especially during the
early 1970's. Specifically, wholesale prices in Mexico increased by 3 percent
in 1972, 16 percent in 1973, and 22 percent in 1974, whereas producer prices
in the United States increased by 3.8 percent in 1972, 11.8 percent in 1973,
and 18.3 percent in 1974. As a result, the peso was overvalued during this
22-year period. 2/

The overvalued peso allowed Mexican consumers to purchase more U.S. goods
and services at the official exchange rate than would have been possible if
the peso had been allowed to float freely, or had been set at an equilibrium
rate. The overvalued peso acted as an indirect subsidy to Mexican consumers
for the purchase of U.S. goods and services. Because the nominal exchange
rate did not adjust more frequently to reflect the true value of the peso, the
subsidized Mexican purchases provided an incentive for U.S. firms along the
border to overallocate resources into wholesale and retail trade with Mexico.

3

1/ The relationship between nominal exchange rates and differences in
national inflation rates can be illustrated as follows. For two countries, A
and B, assume that.country A experiences an increase in its price level (for
example, because of an increase in rate of growth of its money supply).
Country B, on the other hand, experiences no change in its price levels.
Although the purchasing power of a unit of A’'s currency has decreased in terms
of domestic goods, it has risen in terms of foreign goods. A’s residents are
then induced to purchase goods and services from B. Under a flexible exchange
rate, the increased demand for B's, goods and services would cause A's
exchange rate to depreciate relative to B’s and the initial balance between
the real purchasing power of each currency would be restored. However, if A’'s
government maintains a pegged exchange rate, then residents of A can continue
to purchase B currency at preinflationary prices. 1In real terms, A’s currency
continues to be overvalued. By maintaining the overvalued exchange rate, A's
government is in effect providing its citizens an indirect subsidy on
purchases of goods and services from B. A similar situation existed for 22
years along the United States-Mexico border prior to the 1976 and 1982
devaluations. Change and Challenge in the World Economy, New York, St.
Martin's Press, 1985, ch. 7.

2/ Between 1956 and 1970, wholesale prices increased by 52 percent in Mexico
compared with an increase of 26 percent in the United States. Between 1956
and 1967, the peso appreciated in real terms by 17 percent relative to the
dollar, and the nominal exchange rate remained fixed. See Bela Balassa,
Change and Challenge. ,

3/ Davila, et al., "Industrial Diversification, Exchange Rate Shocks, and
the Texas-Mexico Border," Economic Review, May 1984, pp. 1-9.
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Between 1971 and 1974, the Mexican real exchange rate increased by
4 percent relative to the dollar. 1In 1975, as a result of a continued Mexican
inflation rate which was high relative to inflation in the United States, the
Mexican real exchange rate (relative to the dollar) appreciated by 5 percent.
During April-June 1976, it appreciated another 13 percent. Unable to support °
the pegged exchange rate, the Mexican Government devalued the peso by setting
the nominal rate at 20 pesos to the dollar on September 1, 1976. A second
devaluation took place a few months later. 1/ Overall, the peso was devalued
by 45 percent in terms of the dollar in 1976.42/ (See table 6.)

Table 6.--U.S.-Mexican exchange rates 1/: Nominal-exchange-rate equivalents
of the Mexican peso in U.S. dollars, real-exchange-rate equivalents, and
producer price indicators in the United States and Mexico, 2/ indexed by
calendar year, 1975-85

(1975=100)
u.s. Mexican Nominal- Real-
Producers Producers exchange- exchange-
Year Price Index Price Index rate index rate index 3/
------ us er Mex§-------_
1975, . iiiiiiiiinnnn 100.0 100.0 100.0 100.0
1976. .. ciiiiiiiiiinn 104.6 122.4 81.2 94.8
1977 . i 111.1 172.4 55.4 85.9
1978. ... iiii i 119.7 199.7 54.9 91.6
1979. . i iiiii i 133.9 236.2 54.8 96.2
1980......cviiiiinat, 153.6 294.1 54.5 104.3
1981......cviiiiinn, 167.6 365.9 51.0 111.3
1982. ... iiiiiinnnn 171.0 571.2 22.2 74.0
1983. ... it 173.1 1,184.4 10.4 71.2
1984. ... iviiiiinent, 177.3 2,017.6 7.4 84.8
1985. .. i vt 176.5 4/ 2,922.4 4.9 - 4/ 80.6

1/ Exchange rates expressed in U.S. dollars per Mexican peso.

2/ Producer price indicators--intended to measure final product prices--are
based on average quarterly indexes presented in line 63 of International
Financial Statistics.

3/ The real value of a currency is the nominal value adjusted for the
difference between inflation rates as measured here by the Producer Price
Index in the United States and Mexico. Producer prices in the United States
increased 6.8 percent during the period January 1981 through September 1985
compared with an 850.3-percent increase in Mekico during the same period.

4/ Derived from Mexican producer price data for January through September only.

Source: International Monetary Fund, International Financial Statistics, May
1981 and March 1986.

1/ Bela Balassa, Change and Challenge.
2/ Louis Harrell and Dale Fischer, "The 1982 Mexican Peso Devaluation and
Border Area Employment," The Monthly Labor Review, December 1985.
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The abrupt peso devaluation in 1976 caused a severe economic shock to the
U.S. border-region communities. In effect, the devaluation eliminated the
indirect subsidy to firms on the U.S. side of the border. As U.S. goods and
services became prohibitively expensive for Mexican consumers, cross-border
shopping on the part of Mexicans decreased dramatically. 1/ The economic
impact was severe enough to qualify some of the U.S. border counties for
Federal economic disaster aid. 2/

The fall in U.S. border-region income caused by the peso devaluation in
1976 was relatively short .term as Mexican consumers resumed cross-border
shopping. The return of Mexican consumers was the result of the following two
factors: (1) an increase in disposable income attributed to economic growth
in Mexico, 3/ and (2) Mexican inflation rates that continued to remain higher
than inflation rates in the United States. The peso again became overvalued.
Wholesale prices in Mexico increased by 16 percent in 1977 and 1978, 18
percent in 1979, 24 percent in 1980, and 25 percent in 1981. 4/ In
comparison, producer prices in the United States increased by 6.9 percent in
1977, 9.2 percent in 1978, 12.8 percent in 1979, 11.8 percent in 1980, and
7.1 percent in 1981. 5/ Since the nominal exchange rate was pegged in the
range of 22.5 to 26.2 pesos to the dollar, the peso appreciated (relative to
the dollar) by 29 percent between 1977 and 1981. 6/

1/ A 1977 study of the impact of the 1976 peso devaluation on 11 U.S. border
cities found that, after the peso devaluation, cross-border purchases by
Mexican consumers fell dramatically in all cities. Cities whose unemployment
rates were affected most adversely were more dependent on cross-border
purchases by Mexican consumers. The study classified the border communities
according to the impact of the devaluation:

(1) least affected: San Diego, CA, and Tucson, AZ

(2) partially affected: Douglas, AZ; and, El Paso and Del Rio, TX

(3) moderately affected: San Ysidro and Calexico, CA and McAllen, TX

(4) most affected: Nogales, AZ, and Eagle Pass, Laredo, Hidalgo,
and Brownsville, TX

See Ellwyn Stoddard and Jonathan P. West, The Impact of Mexico’s Devaluation
on Selected U.S. Border Cities, Tucson, AZ, SW Borderlands Consultants, 1977.

2/ Harrell and Fischer, "The 1982 Mexican Peso Devalutation."

3/ During the 1960’'s, Mexican Gross Domestic Product increased 7 percent
annually. During much of the 1970’s, Mexican (GDP) increased by over 6
percent per year. However, with the discovery of vast deposits of oil, GDP
increased by over 8 percent annually between 1978 and 1981. See James D.
Rudolph, Mexico: A Country Study, Washington DC, 1985.

4/ Bela Balassa, Change and Challenge in The World Economy, New York, St.
Martin’s Press, 1985, ch. 7.

5/ U.S. Department of Labor, Bureau of Labor Statistics.

6/ Balassa, Change and Challenge.




16

During this period, the U.S. border retail and wholesale trade sector
began to recover because of the increase in cross-border shopping by Mexican
consumers, who were spurred by increases in their disposable income and the
overvalued peso. 1/ However, the border region was buffeted again when the
peso was abruptly devalued in 1982. Until 1982, Mexico supported the
_ overvalued peso through oil revenues and foreign borrowing. 2/ However, in
1982, Mexican oil revenues declined as world oil prices fell. To remedy the
resulting trade imbalance and to obtain sufficient foreign exchange to service
its foreign debt, Mexico devalued the peso by 30 percent in February 1982.
Because of the peso devaluation, the equivalent peso price of U.S. goods and
services increased by 70 percent for Mexican cross-border shoppers. During
this period, all but two Texas border communities experienced decreases in
retail sales relative to those in the previous year.

Unable to obtain sufficient foreign exchange to service its debt and
unable to adjust its trade imbalance, Mexico again devalued the peso by an
additional 75 percent in August 1982. A two-tiered exchange rate was
implemented where customers buying pesos with dollars were given 69.5 pesos
for each dollar, and limited amounts for certain Government-sanctioned
purposes were allowed for purchase at the rate of 49.5 pesos to the dollar.
However, even after this devaluation, the peso remained overvalued. 3/

With a continuing inflation rate of more than 100 percent per year, the
differential in the official exchange rate and the unofficial market exchange
rate remained. For example, by exchanging dollars for pesos on the U.S. side
of the border rather than on the Mexican side, U.S. tourists traveling to
Mexico were able to obtain 15 to 30 more pesos to the dollar. In an attempt
to regain Mexican customers, U.S. retailers accepted pesos at above-market
rates, thus absorbing exchange losses when the pesos were deposited in U.S.
banks. During this period, Mexico acquired almost no dollars, whereas U.S.
banks were flooded with pesos. U.S. banks eventually refused to accept
additional pesos. On the Mexican side of the border, the inability of Mexico
to acquire dollars and the lack of peso-dollar convertibility made it
extremely difficult for Mexican manufacturers to import components and raw

materials from the United States. In many instances, manufacturing operations
came to a halt. 4/

Acquiring only 12 percent of the foreign-exchange dollars necessary for
trade and debt service, the Mexican Government revised its exchange controls
in November 1982. The revised two-tiered exchange structure that resulted
allowed border region merchants and money changers to convert pesos for
dollars at rates similar to market-determined rates on the U.S. side of the
border. However, the exchange rate for the Mexican interior remained fixed at

1/ The importance of sales for the retail and wholesale trade sector is
exemplified by the border city of Laredo, TX. 1In 1981, Mexican consumers
spent $1.5 billion in Laredo, representing the third highest retail sales in
the United States ($22,000 per person). Louis Harrell and Dale Fischer, "The
1982 Mexican Peso Devaluation and Border Area Employment," The Monthly Labor
Review, December 1985.

2/ Harrell and Fischer, "The 1982 Peso Devaluation."

3/ Ibid.

4/ Ibid.
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the official rate of 70 pesos to the dollar. The rule changes allowed Mexico
to acquire additional dollars, and thus permitted Mexican manufacturers to
resume the purchase of U.S. components and raw materials and Mexican retailers
and consumers to purchase U.S. goods. 1/

To summarize, the peso devaluations in 1976 and 1982 were the result of
Mexico’s inability to maintain a pegged exchange rate as the peso became
overvalued relative to the dollar. 2/ Undoubtedly, a flexible exchange rate
would have resulted in a less destabilizing change, and the economic impact on
U.S. border communities woyld have been less severe. 3/ Without the
distortions created by the pegged exchange rate, fewer resources on the U.S.
side of the border would have been allocated to retail and wholesale trade.

It is worth noting that many U.S. border communities are attempting to
diversify their economies away from wholesale and retail trade with Mexico and
towards activities such as manufacturing.

Impact of the 1982 devaluation on U.S. border communities.--As expected,
the 1982 devaluation had a dampening effect on economic activity in U.S.
communities along the border. However, the effect of the devaluation varied
with each border community. The empirical evidence confirms the obvious:
border communities with a higher percentage of the labor force employed in the
retail and wholesale trade sectors were affected more by changes in Mexican
consumer demand than border communities whose economies had a smaller
percentage of the labor employed in that sector. Therefore, cities such as
San Diego and El Paso, which had a larger share of the labor force employed in
the manufacturing sector, experienced smaller percentage increases in
unemployment. For instance, unemployment rates for San Diego followed trends
similar to the national economy, increasing in the summer of 1981 and then
again in late 1982. Conversely, between 1982 and 1983, the unemployment rate
for Laredo, whose economy is relatively more dependent on retail trade,
increased by more than 2-1/2 times its level of January 1980.

As noted, the border cities whose economies were more dependent on retail
sales to Mexican consumers, such as Laredo and McAllen, were injured most by
the devaluation. However, the entire border region was affected adversely,
although unevenly. Although employment declined in Texas as a whole in 1982,
the decline in the Texas border communities was relatively more severe.

Table 7 contrasts the employment decline in four Texas border communities to
the statewide employment decline. Employment fell 1.6 percent overall for the
State, whereas it fell 11.3 percent in Brownsville and 18.8 percent in Laredo.

In addition, the percentage change in unemployment rates in the four
border communities also exceeded the percentage change in the unemployment
rate for the State. Statewide unemployment increased from 5.9 to 8.5 percent

1/ Harrell and Fischer, "The 1982 Peso Devaluation."

2/ Davila, et al., "Industrial Diversification."

3/ A question that arises is, "Why would Mexico support an overvalued
peso?" Although an overvalued exchange rate can also result from a
protectionist policy, the pegged exchange rate, coupled with exchange
controls, was used by Mexico to support its import substitution development
strategy. Balassa presents a succinct discussion of this topic and its
implications for Mexico in Change and Challenge, ch. 7.
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between 1982 and 1983, an increase of 44 percent, However, unemployment in El
Paso, McAllen, Brownsville, and Laredo increased by 45, 46, 55, and 148
percent, respectively. The sharpest increase in unemployment was experienced
by Laredo whose unemployment rate increased from 11 percent in 1982 to 27.3
percent in 1983,

Of the four Texas border Standard Metropolitan Statistical Areas
(SMSA’s), Laredo was the only community to experience a decline in total
personal income between 1982 and 1983. (See table 8.) However, total
personal income in McAllen increased by only 4.3 percent between 1982 and 1983
as compared with an increase of 9.1 percent between 1981 and 1982. 1In
Brownsville and El Paso, total personal income changed by approximately the
same percentage as the previous year.

Personal income earned in the retail sector appears to have been more
adversely affected than total income by changes in Mexican expenditures.
Except for El Paso, each community experienced a decline in the personal
income earned in the retail sector. In El Paso, the increase in income earned
in the retail sector was much lower than the preceding year. The most severe
decline in the retail income, 23 percent, occurred in Laredo.

Employing data from 1979 and 1984, the Economic Research Bureau of the
Greater San Diego Chamber of Commerce examined the effect of the peso
devaluation on retail sales in the following four shopping areas in San Diego
County: (1) San Ysidro, (2) San Diego central business district, (3) downtown
La Jolla, and (4) Seaport Village. 1/ Following the 1982 peso devaluationms,
the percentage of sales to Mexican nationals fell substantially in each
shopping area. (Table 9 presents data on retail sales to Mexican nationals in
the four San Diego shopping areas for the period 1979 through 1983.)

Table 7.--Nonagricultural wage and salary employment and percent unemployed
in Texas border standard metropolitan statistical areas, January 1982
and January 1983

Item Brownsville McAllen Laredo El Paso  Texas
Employment
1982....... number... 65,700 83,150 37,500 170,400 6,271.700
1983....... number... 58,250 79,300 30,450 162,900 6,168.700
Decline percent. . 11.3 4.6 18.8 4.4 1.6
Unemployment Rate .
1982....... number. .. 11.4 14.0 11.0 9.2 5.9
1983....... number. . . 17.7 20.5 27.3 13.3 8.5
Increase..... percent. . 55.3 46.4 148.2 44,6 441

Source: Texas Employment Commission, 1983.

1/ Harrell and Fischer, "The 1982 Peso Devaluation."
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Table 8.--Changes in personal income in Texas border standard metropolitan
statistical areas, 1981-83

Percentage Percentage
change, change,
1982 over 1983 over
Item 1981 1982 1981 1983 1982
Percent Percent
Brownsville: ‘ 7 '
Retail............... 149,208 152,382 2.0 143,581 6.0
Total................ 1,346,882 1,442,382 7.1 1,548,299 7.0
El Paso:
Retail............... 329,423 346,557 5.2 348,399 0.5
Total..........cc.... 3,674,899 3,930,882 7.0 4,231,800 7.7
McAllen:
Retail............... 186,996 201,016 7.5 188,792 -6.1
Total................ 1,705,865 1,860,889 9.1 1,940,271 4.3
Laredo:
Retail............... 116,315 110,307 -5.1 85,231 -22.8

Total.........c...... 627,707 672,082 7.1 668,304 -0.5

Source: Texas Employment Commission, 1983.

Table 9.--Retail sales to Mexican nationals in selected city
shopping areas in San Diego.
(In percent)

Area 1981 ' 1982 1983
San Ysidro...........oiiiiiiannn 72.2 56.5 49.2
San Diego Central Business

District........ ..o, 22.9 15.4 10.9
Downtown LaJolla.................. 13.5 7.8 6.6
Seaport Village................... 6.6 5.6 4.3

Source: San Diego Economic Bulletin, Yp}. 33, No. 3, March 1985.

The bureau found that merchants adjusted to the decline in the peso in
several different ways. One way was to reduce operating expenses by reducing
employee hours and benefits, laying off workers, or returning merchandise to
manufacturers. Some merchants relocated their merchandise to outlets in other
areas or converted firms to money-exchange houses that exchanged pesos and
dollars on the open market. Firms that were forced to close were generally
located in the immediate border area.

Generally, U.S. border communities have shown modest signs of recovery
from the 1982 peso devaluations. Of the five cities profiled in the Bureau of
Labor Statistics (BLS) study, four had increases in total nonagricultural
employment and declines in unemployment from the previous year, as of December
1984. Between 1983 and 1984, Laredo had the largest decline in unemployment
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among all U.S. metropolitan areas. However, in December 1984, McAllen and
Laredo had the highest and second highest unemployment rates in the Nation. 1/

Description of Interregional Commodity Flows

Trade and factor movements between the U.S. and Mexico also affect U.S.
border communities. Employment opportunities and income are created by
activities that emerge to facilitate trade between the United States and
Mexico. Examples of such activities are custom services, custom brokers, and
foreign trade zones (FTZ's). 2/ Capital and labor flows also affect
employment opportunities and income in the border area. Thus, this section
includes a discussion of the maquiladora program, which is trade-related

capital movements, and a discussion of undocumented immigration to the United
States. e

Customs and brokerage services

One example of a trade-related industry is customs services. The border
region consists of two customs regions, one in Los Angeles and one in
Houston. The regional offices are responsible for custom services along the
border where there are 22 customs ports of entry. Persons are employed along
the border in several different capacities. Customs inspectors are hired to
inspect commodities and perform immigration duties. There are 800 customs
inspectors working in San Diego, Nogales, Laredo, and El Paso, the main points
of entry from Mexico. Specialists on importing are also employed to appraise
merchandise. There are also custom officials responsible for providing
different types of screening and bonded warehousing for goods that have
entered illegally.

Another service whose existence is due to border trade is customs
brokers. Customs brokers are licensed by the U.S. Customs Service, but they
are not customs employees. Customs brokers perform commercial transactions’
between the U.S. importer of Mexican merchandise and the U.S. Customs
Service. Importers are required to post a bond for their imported
merchandise. However, instead of posting a bond, importers can pay a customs
broker, who alrady has a bond posted, to perform the transaction. Customs
brokers exist in or near every major port of entry. The number of customs
brokers is directly related to the volume of cross-border shipments between
Mexico and the United States.

The maquiladoras

The maquiladoras, established in 1965 under Mexico's Border
Industrialization Program, are in-bond production facilities. Many of their
operations receive favorable tariff treatment from the United States under the
Generalized System of Preferences (GSP) and items 806.30 and 807.00 of the

1/ Greater San Diego Chamber of Commerce, San Diego Economic Bulletin, vol.
33, No. 3, March 1985.

2/ Foreign trade zones are discussed extensively in another section. The
employment effects are presented in a table in this section.
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Tariff Schedules of the United States (TSUS). 1/ The maquiladoras are
primarily engaged in labor-intensive assembly operations that combine Mexican
labor with foreign capital and technology. Maquiladora operations benefit
from relatively low wages in Mexico and proximity to the United States. .
Proximity not only lowers transportation costs, compared with more distant

. low-wage countries, but also eases communication, facilitates supervision, and
reduces leadtimes for delivery. 2/ Nearly all of the output of the
maquiladoras is exported, primarily to the United States. At the end of 1985
there were an estimated 735 maquiladoras employing over 200,000 persons. 3/

Legal aspects of maquiladoras.--The maquiladora is described (in the
Decree of Aug. 15, 1983) as a firm that temporarily imports goods for the
purposes of dedicating itself, either in whole or in part, to the business of
exportation. 4/ (The word reportedly stems from the Spanish verb
"maquilar" 5/ as used in the term for the "portion of the flour [which is]
retained by the miller in payment for grinding the wheat.") Articles brought
into Mexico for the maquila program are considered to be "temporary
importations." 6/ These are defined as those goods necessary for the
operation of the maquiladora that are imported for a specific period of time
and which, ultimately, must be exported to the country of origin.

Temporary importations under the maquila program include--
a) Raw and auxiliary material necessary for performance of the
manufacturing subcontractor’s operation in accordance with the
. approved program and extensions thereof;

b) Machinery, apparatus, instruments, and equipment for carrying out the
manufacturing subcontractor’s operations and that are also required
for the quality control of its products;

c) Replacement parts for the above;

d) Tools and accessory production and safety equipment, work manuals,
and industrial plans; and

e) Containers, packing materials, labels, and bulletins.

1/ The Generalized System of Preferences and TSUS items 806.30 and 807.00
are described in other parts of this report.

2/ For example, many of the plant managers, typically appointed by parent
companies to run wholly owned subsidiaries, live in the United States.

3/ U.S. Department of Commerce, "Investing in Mexico," December 1985, p. 10.

4/ A maquila operation is defined as the industrial process or services to
be used in the transformation, manufacture, or repair of merchandise of
foreign origin temporarily imported for its later export. (art. 2 (VII)). A
maquiladora is defined as the company, moral or individual entity through
which, pursuant to the terms of these regulations, a program of operation of
maquila is approved, and [which] exports its whole production. (art. 2
(VIII)).

5/ A. de Leon, Border Industries, September 1981, p. 36.

6/ See generally, J. Moctezuma, Legal Aspects of the Maquiladora Program,
September 1982, .pp. 74-7
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A maquiladora may begin importing within 6 months from the date of
approval of its program application. Temporary import authorizations are
allowed to remain in force for 12 months after issuance. Emergency
importations are allowed if there is a showing of an urgent need for the goods _
in order to maintain the plant in operation.

Imported goods are allowed to remain in the border zone for 6 months from
date of entry. This may be extended for another 6-month period on application
“to the customs authorities. Machinery and equipment are allowed to remain in
Mexico for the period for which the corresponding maquiladora program has been

authorized. Purchase of Mexican raw materials is encouraged by various fiscal
incentives.

Maquilas may request permission to sell their products in the domestic
market, if the following conditions can be satisfied--

a) The product is ﬁot_already produced in the country and it cannot be
substituted by a wholly Mexican product;

b) The maquila product can be shown to replace a foreign import; and

c) The maquiladora has obtained a permanent import license for the
foreign components included in the product.

In addition, foreign corporations in Mexico may qualify their maquila products
within the Latin American Integration Association (LAIA, formerly LAFTA)
market, thus enabling them to enter those countries under preferential
conditions. LAIA requires a certain level of integration in Mexico before it
will recognize such products as Mexican. Recognition is granted on a
case-by-case basis.

Mexico encourages investment in maquiladoras by waiving several
provisions of its strict foreign investment regulations. There is a general
exemption from the Foreign Investment Law requirement of a minimum of
. 51 percent Mexican ownership. Thus, foreigners may establish wholly owned
maquila subsidiaries. The capital equipment for the plants and the raw (and
semifinished) materials are allowed duty-free entry under bond. Foreign
management and technical personnel may be -issued unlimited business visas to
work in these facilities. There are few restrictions on what can be produced,
although most apparel items are subject to control under the Textile Import
Program when exported to the United States. (In general, maquilas involved in
textiles and apparel operations must obtain the approval of the Foreign
Investment Commission before taking certain actions with respect to the
transfer or purchase of shares in the entity, or opening new establishments or
manufacturing new lines of production.) A foreign-owned or foreign-controlled
corporation may acquire a "beneficial interest” in the use of land in Mexico's
"prohibited zones" under a 30-year trust arrangement with a Mexican
fiduciary. The prohibited zones are defined as land within 100 kilometers of
the border, or 50 kilometers of the coast.

In-bond plants were initially limited to the border zone. However, in
1972, authorization was given for the establishment of plants throughout



23

Mexico. Presently about 90 percent of the maquiladoras are located in the
border zone. 1/

In-bond assembly plants must export the great majority of their output.
In 1983, Mexico codified a previously informal relaxation of the export
requirement by allowing a limited opportunity for domestic sales of maquila
products. In theory, and under certain circumstances, it is possible for up
to 20 percent of the maquiladora’s production (on an item-by-item, rather than
a total value, basis) to be sold in Mexico without payment of the bonded
duties. 2/ ‘

} Supplementary exchange control regulations for maquila plants were issued

on April 11, 1983, and March 1, 1984. The regulations stipulated that the
export operations of these plants may obtain the necessary foreign exchange
"on the free market and not the controlled market," unlike the foreign
exchange that is obtained for other types of export operations. 3/

Twin plants.--The twin-plant concept is based almost entirely on
operations in Mexico under the maquiladora program and the resulting customs
treatment in the United States under items 806.30 and 807.00 of the TSUS. &/
Sometimes, the U.S. twin is located in an FTZ. Thus, products may be returned
from Mexico and held for export (to a third country) without payment of U.S.
or Mexican duties. 5/ Similarly, products destined for consumption in the
customs territory may be held in the zone until needed and U.S. customs duties
can be delayed until the last. moment. A recent amendment to the Foreign Trade
Zones Act allows merchandise stored in the zone to remain free from State and
local ad valorem (e.g., personal property) taxes as well. A typical
twin-plant operation will include both a maquiladora in the border zone to
perform the labor-intensive assembly work and a finishing installation (or
office or marketing center) in a neighboring U.S. city. Twin-plant operations
are considered "vital" to the continued growth of border cities such as El
Paso and Juarez. 6/

Economic effects of the maquiladoras.--The maquiladoras have drawn a
considerable amount of capital to Mexico’s northern border region, providing
jobs and earning much needed foreign exchange. 7/ The maquiladoras have also

1/ U.S. Department of Commerce, "Investing in Mexico," December 1985, p. 10.

2/ Ibid

3/ Foreign Trade Institute of Mexico, Mexico: Its In Bond Industry --Your
Investment Opportunity, Mexico, 1984, p. 11.

4/ See, The Committee for 806.30 and 807.00 Inc., Production Sharing: A
Viable Option for Making U.S. Products More Competitive, 1984, p. 18.

5/ Note, "Developments in Mexican Border Industrialization," Texas
International Law Forum, vol. 5, 1969, pp. 167-8.

6/ See, e.g., City of El Paso, -Application to the Department of State for a
Presidential Permit to Expand the Zaragosa Bridge, Oct. 3, 1980, pp. 32-35; R.
Haywood, A Strategy for Juarez/2000, Sept. 6, 1984, pp. 5-8; W. Mitchell, The
Economic Impact of the Maquila Industry in Juarez on El Paso, Texas, and Other
Sections of the United States for 1984, 1984, pp. 1-2.

7/ In 1985, the maquiladoras became Mexico's second largest earner of
foreign exchange.
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had substantial spillover effects on U.S. border communities. An estimated 40
to 60 percent of the wages earned in the maquiladoras are spent in retail
outlets in the United States. 1/ Many of the managerial and technical
personnel employed in the maquiladoras live in the sister city in the United
States adding to the demand for retail services. In addition, the

- maquiladoras have created a demand for industries that support or contribute
to their operations including wholesaling services and the production of
industrial equipment such as tool and die manufacturing and metal cutting.

Continued growth of the maquiladoras is actively encouraged by the
Mexican Government. Indeed, the maquiladoras figure prominently in Mexico's
plans to rebuild its economy and pay off its sizable foreign debt. 2/ Some of
the anticipated growth is expected to come from firms based outside of the
United States and Mexico, a group not well represented among maquiladora
owners at the present time. Notably, a number of major Japanese companies
such as Sony, Hitachi, and Sanyo are expected to build new plants or expand
existing ones. 3/

The maquiladoras have generated a degree of controversy in both the
United States and Mexico. Opposition in the United States has come primarily
from organized labor,-which contends that maquiladora investment by U.S. firms
has the effect of "exporting jobs." 4/ Proponents of the maquiladoras counter
that northern Mexico is really competing with the rest of the world for
labor-intensive production and that jobs "lost" to the maquiladoras would have
been lost sooner or later anyway to other low-wage countries. Moreover, they
argue that when jobs migrate to the border, a significant amount of employment
is generated in U.S. border communities and elsewhere in the United States
(besides creating demand for services, border production uses substantial
quanitities of U.S. components 5/.

In Mexico, critics of the maquiladora program argue that since there is
little linkage between the maquiladoras and the rest of the Mexican economy,
few secondary benefits are generated. They contend that the maquiladoras have
made Mexico'’s economy more dependent on the rest of the world since important
decisions are made outside of Mexico, and maquiladora operations are sensitive

. 1/ Joseph Grunwald and Kenneth Flamm, The Global Factory, The Brookings
Institution, Washington, DC, 1985, p. 142.

2/ The New York Times, Jan. 19, 1986.

3/ William L. Mitchell, testimaony to the Commission at the public hearing
in E1 Paso, Texas, April 8, 1986, p. 47 and Business Week, Apr. 21, 1986,

p. 40.

4/ In addition, some observers are concerned that the maquiladoras now
include some processes that are closer to manufacturing than they are to
assembly, testing the limits of 806.30 and 807.00.

5/ Testimonies to the Commission at the public hearing in El1 Paso, Texas,
April 8, 1986, of William L. Mitchell, pp. 37-40; Johnatha Rogers, Mayor of El
Paso, pp. 101-102, and Antonio Sanchez, pp. 129-131; and The Washington Post,
Apr. 20, 1986. :
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to the U.S. business cycle. Finally, they argue that the maquiladoras, which
employ primarily young women, have done little to reduce Mexico'’s chronically
high rate of unemployment and underemployment among adult males. 1/
Nevertheless, the Mexican Government believes that the benefits of the
maquiladoras outweigh their costs.

Most of the maquiladoras are clustered in the border cities. The largest
concentration is in Ciudad Juarez, which accounts for 23 percent of the
maquiladora establishments and 36 percent of maquiladora employment by latest
estimates. Tijuana ranks second with 22 percent of establishments and
12 percent of employees. Mexicali ranks third with 10 percent and Nogales
ranks fourth with 7 percent. In terms of employees, Matamoros ranks third
with 10 percent and Nogales ranks fourth with 8 percent. 2/

The maquiladoras have employed so many people that in some border cities,
notably Ciudad Juarez, there is a growing scarcity of skilled workers. As a
result there has been an increase in "job hopping" from one employer to
another, an increase in wages mainly in the form of nonwage compensation, a
greater percentage of men being employed, and there have been some efforts of
automation in order to conserve on labor. In addition the labor scarcity has
induced some firms to-locate plants farther into the interior of Mexico.

The most common maquiladora activity is the assembly of manufactured
components into finished or semifinished goods. This is generally tedious
work requiring ‘a great deal of unskilled labor. The finished products are
usually more expensive to transport than the components used to make them,
especially over water. The two largest maquiladora activities are the
assembly of electrical goods and the assembly of textiles into garments.
Together, these accounted for over half of the value added in the maquiladoras
in 1984. 3/ A list of products for which maquiladora plants have a
significant comparative advantage, according to the Instituto Mexicano de
Comercio Exterior, is provided in appendix F, along with detailed data on
maquiladora operations and a roster of maquiladora establishments known to the
U.S. International Trade Commission.

Labor market effects of Mexican immigration to the United States

The supply of Mexican labor to U.S. markets is determined by several
factors. The primary determinant of labor migration from Mexico is the
relative difference in U.S. and Mexican wages. The Mexican minimum wage in

1/ Joseph Grunwald, "Restructuring Industry Offshore: the U.S.-Mexico
Connection," The Brookings Review, Spring 1983, pp. 25-27.

2/ Direccion General de Estadistica, Instituto Nacional de Estadistica,
Geografia e Informatica.

3/ Ibid.
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the border region is 1,650 pesos a day (approximately $3.70 per day) compared
with the $3.35 per hour minimum wage in the United States. 1/

A second reason Mexican labor migrates to the United States is in
response to Mexico's rates of economic and population growth. It is estimated’
that during the 1980's Mexico must create 8 to 9 million new jobs for new
labor force entrants if it is to avoid further increases in unemployment. To
do so, Mexico's gross domestic product must grow at an annual rate of 5 to
6 percent. However, since 1981, the Mexican economy has deteriorated
sharply. In 1985, the Mexican economy had a zero rate of growth. 2/

Profile of Mexican immigrants.--Although statistics are not available on
the total number of undocumented workers in the United States, the estimates
range between 750,000 and 12 million. 3/ However, the numbers are subject to
much criticism and are in fact only guesses. For instance, although the
annual rate of illegal aliens caught along the border and deported now exceeds
1 million, this figure includes persons that are apprehended several times
during the year. 4/

The majority of the undocumented Mexican workers tend to follow cyclical
migration patterns. They arrive during slack periods in the Mexican economy,
or during seasonal "off-periods," and return when conditions improve.
According to one study, the ratio of workers who return on a seasonal basis to
work and become permanent residents is 10 to 1. 5/ With respect to the
border, some observers argue that the border region is probably used as a
staging ground as workers prepare to move to higher paying jobs further
north. Mexican immigrants that participate in the U.S. labor force are not
homogeneous. According to McCarthy and Valdez, they can be differentiated
into six categories. 6/ (These are depicted in table 10.) The six different

1/ William Stockton, "Mexico'’s Grand ’'Maquiladora’ Plan," The New York
Times, Jan. 19, 1985. The wage differential has attracted capital to the
border region. By slowing wage growth in the border region, the supply of
Mexican immigrants attracts U.S. firms to the region, especially southern
California. This point is illustrated most graphically by U.S. plants,
maquiladoras, located in Mexico, which are able to realize even larger savings
in terms of wages and benefits. Although Mexican workers consider pay per
hour of $0.82 to be very good, a Mexican worker costs on average $15,000 to
$18,000 less in terms of wages and benefits than a U.S. worker. See William
L. Chaze, "One Main Street, USA, The Birth of a New Nation," U.S. News and
World Report, Aug. 19, 1985.

2/ James Peach, Demographic and Economic Change in Mexico'’s Northern
Frontier, New Mexico State Univesity, 1984.

3/ John McDowell, "Labor Migration from Mexico to the U.S.", from The U.S.
and Mexico: Borderland Development and the National Economies, Westview
Press, 1985.

4/ Hansen, The Border Economy.

5/ Ibid.

6/ Kevin F. McCarthy and K. Burciaga Valdez, Current and Future Effects of
Mexican Immigration in California, Rand, 1985.
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combinations of legal status and length of stay are highly correlated with the
type of jobs held by Mexican immigrants. Specifically, Mexican immigrants
work in the United States for different lengths of time and fall into the
following three basic immigration patterns: (1) short-term immigrants wark in
the United States for only a short time period, approximately 10 to 12 weeks,
and are more likely to take low-paying, entry-level jobs; (2) cyclical
immigrants (bracero type) 1/ usually make several trips across the border and
often have established ties with employers; and (3) permanent residents are
more experienced workers and usually work in jobs with relatively higher pay
than short term or cyclical ‘immigrants. (An economic profile based on
immigration patterns is presented in table 11.) °-All three of these types can
be further differentiated on the basis of their legal status. McCarthy and
Valdez found that, on average, permanent immigrants pass through a regular
sequence to establish themselves in the United States, starting out as
short-term immigrants, then becoming cyclical immigrants, and finally
permanent immigrants. The process is outlined in figure 3.

Table 10. Economic Profile of immigrants from Mexico

Type of Motivation for Demographic Economic

Immigrant Immigrating Classification Characteristics -

Short-term Mexico’s Political Young Single Low-paying, entry-

Economy males level jobs

Cyclical ' Demand for temporary Adult males Somewhat higher
labor and relatives pay

Permanent Demand for regular Couples and More experienced;
labor; family children higher pay; many
reunification non-working wives

Source: Reproduced from Kevin F. McCarthy and R. Burciaga Valdez, Current and
Future Effects of Mexican Immigration in California.

1/ The term braceros originally refined to Mexican laborers who where
allowed to enter the United States on a temporary basis under the Mexican
Labor Program (1942-1964). The program, which was initiated in 1942, was

. intended to alleviate labor shortages in the southwestern United States which
resulted from the Second World War, especially in the agriculture and railroad
industries. 1In 1946, the railroad component of the program was ended;
however, the farm program lasted until 1964. Under the bracero program, an
estimated 4 million Mexican laborers were employed in the United States
between 1942 and 1960. Today, the term bacero refers mainly to Mexican
laborers employed in agriculture in the southwestern United States, uaually on
an undocumented basis.
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Figure 3.—Profile of Mexican immigration.

Legal status Class of Immigrant

——— e

amm— ' o ——
Short-term Cyclical Permanent
Legal Commuters ‘ ;g:ger ° —_— Permanent
“Traditichal lllegal lllegal
legal male migrants” _—> cygllcal _— pe?manent

Source: McCarthy and Valdez, Current and Future Effects.
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Table 11.--Studies of employment distribution of apprehended
Mexican illegal aliens, by economic sectors

(In percent) -
Southwest Border Cornelius North and INS District

. Economic sector 1/ Regional study 2/ Study 3/ Houstoun 4/ Data 5/
Agriculture............ 50.6 45.0 26.2 32.0
Manufacturing.......... 10.1 20.8 28.2 33.0
Commerce.........coeun. 22.5 14.0 13.9 -
Construction........... 3.3 10.6 20.8 8.0
Services............... 13.3 8.6 10.4 26.5
Other.,.......cevveunn. 2 1.0 .4 -

Total............. . 100.0 100.0 99.9 100.0

1/ Agricultural occupations include farmers and farm workers such as farmhands
and laborers, and employment in forestry and fisheries. Manufacturing
occupations include operatives, such as sewers and stichers, laborers, craft
workers, and managers and administrators; commerce include occupations in
transportation, such as truck drivers and retail sales clerks. construction
occupations include craftsmen, operatives, and labor; service occupations
include private household, food service, health service, and protective
service workers.

2/ Southwest Border Regional Commission, table 14. Sample size equals 691.
3/ Cornelius, 1978: 54. Sample size = 994,

4/ North and Houstoun, p. 113. Sample size = 481.

5/ Immigration and Naturalization Service, Estimated Total Number of Illegal
Aliens and Employed Illegal Aliens by INS District, Nov. 1976. Sample size
equals 3,817,350.

Source: Illegal Aliens: Estimating Their Impact on the United States, Report
to the Congress of the United States by the Comptroller General.

A Mexican immigrant’s legal status is determined by two types of permits,
a green card, or a border-crossing card. Possession of a green card permits a
Mexican citizen to reside permanently in the United States, or to reside in
Mexico and commute to work on the U.S. side of the border. It is estimated
that 50,000 green-card commuters work in U.S. border communities. 1/

1/ John M. Cresdon, "Border Region is Almost a Country Unto Itself Neither
Mexican nor American," The New York Times, Feb. 14, 1979.
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A border-crossing card entitles the holder to an infinite number of
visits up to 72 hours, but does not permit employment. Although more than a
million border crossing cards have been issued, there are numerous new
applicants waiting to receive cards. Estimates of Mexicans who possess
crossing cards and who are employed in the United States are difficult to
calculate since it is illegal for the cardholder to work. Therefore,
information about employment is generally concealed. In addition, official
estimates of the number of cardholders may be underestimated. Some Mexican
immigrants use their border-crossing card to enter the United States to settle
permanently. Afterwards, the cardholder sends the card back to Mexico for
safekeeping. 1/ :

Information is scarce on the number and types of jobs in which legal
Mexican immigrants (green-card holders) are employed. Information from the
1970's indicates that the majority of green-card holders commuted daily to
jobs in Texas. This phenomena was due to the Texas right-to-work statute and
the absence of a minimum wage law. During this period, it was estimated that
one-third of all green-card commuters lived in Juarez and commuted to jobs in
El Paso. This number represented 9 percent of El Paso’'s labor force and
accounted for 20 percent of Juarez's employed work force. 2/ In Brownsville,
TX, Mexican commuters represented 20 percent of the city’s labor force. 3/

A large concentration of Mexican immigrants, approximately 1.2 million,
also work in California. Eighty percent of the immigrants are in southern
California. 4/

Legal immigrants are employed in a variety of occupations. In one study
of the Brownsville, TX, labor market, 52 percent of green-card holders were
employed in industry; 19 percent in construction, 18 percent in trade, and
less than 10 percent in agriculture. 5/ In El Paso, one-third of El Paso’'s
alien population is employed in industry, one-fourth in sales and service
jobs, and one tenth in agriculture. 6/ 1In California, Mexican immigrants are
occupied primarily in low-skilled jobs. California’s agriculture is heavily
dependent on Mexican laborers. However, contrary to popular belief, McCarthy
and Valdez found that less than 20 percent of Mexican immigrants in California
worked in agriculture. In addition, 80 percent worked in low-skilled jobs,

1/ Hansen, The Border Economy.

2/ Oscar Martinez, Border Boom Town: Ciudad Juarez since 1848, University
of Texas, 1973.

3/ Michael V. Miller, Economic Growth and Change Along the U.S.-Mexican
Border, Bureau of Business Research, 1982. Commuters may also include U.S.
citizens that reside in Matamoros, Mexico.

4/ McCarthy and Valdez, Current and Future Effects.

3/ Miller, Economic Growth and Change.

6/ Martinez, Border Boom Town.
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20 percent held skilled craft jobs or low-level white collar jobs. In Los
Angeles, Mexicans hold a substantial portion of the manufacturing jobs,
employed especially in the construction and personal service industries.

Reliable data on jobs held by Mexicans employed illegally in the United
States are not available because employers are reluctant to provide
information about a worker’'s immigration status. However, most undocumented
workers are believed to be employed in unskilled jobs. Table 11 summarizes
the results of four different studies that examined the sectoral employment of
apprehended illegal aliens in the late 1970's. The studies indicate that a
majority of the undocumented workers are employed in the agricultural and
manufacturing sectors.

Economic impact of intraregional labor flows.--The economic impact of
undocumented workers, for the United States is unclear. Cost, as well as
benefits, are associated with their presence. For instance, it is argued that
in California, Mexican immigrants may have increased employment and,
therefore, regional income, by slowing manufacturing wage growth. 1/ 1In
addition, it is also argued that Mexican labor increases the competitiveness
of U.S. industries by allowing U.S. production costs to remain low. The
resulting lower prices benefit U.S. consumers as well as U.S. producers. 1In
other cases, it is argued that they create unemployment among U.S. nationals
by lowering wages and are a drain on social services.

Impact on national income and net Government revenues.--The economic
impact of Mexican-immigrant labor on national income depends on whether
increased Mexican immigration amplifies any existing distortions in the labor
market created by income taxes, public asistance programs, and inflexible
wages. 2/ In the absence of labor market distortions, an increase in
immigrant labor unequivocally increases U.S. national income and the total
level of employment. However, with the existence of market distortions, the
effect of immigration on national income is less clear.

Although total national income would rise in the absence of labor market
distortions, immigration would still have consequences for the distribution of
income. An increase in the immigrant labor force would benefit the owners of
those resources that are complements with low-skilled labor, whereas, the
owners of resources that are substitutes to low-skilled labor would experience
a reduction in income. The wages of domestic low-skilled labor would fall.
Since illegal alien labor and domestic high-skilled labor are on average
complements, the real wages of domestic high-skilled workers would increase.
Owners of farms, especially those who grow labor-intensive crops would also
experience an increase in income. Finally, in the short run, owners of
capital specialized for use with immigrant labor would also experience an
increase in income. Note, however, that in the absence of labor market

1/ McCarthy and Valdez, Current and Future Effects, argue that slower wage
growth was one of the stimulants of an above average increase in California's
manufacturing sector.

2/ The different aspects of this argument have been summarized succinctly in
John K. Hill, "The Economic Impact of Tighter U.S. Border Security," Economic
Review, The Federal Reserve Bank of Dallas, July 1985. Hill suggested that a
reduction of 1 million illegal aliens would reduce GNP by $0.6 billion.
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distortions, the total increase in incomes would more than offset the decrease
in low-skilled labor’s income. 1/

With market distortions, national income may not increase as a result of
an inflow of undocumented workers. For instance, it is argued that
. undocumented workers also place a heavy burden on public services. According
to this argument, not only do they indirectly use social services by inducing
U.S. citizens to use unemployment compensation, but they also directly use
social services such as public health care services. Therefore, with a
sufficiently large direct and indirect use of public services, any net
increases in‘regional income attributed to Mexican immigrant labor would
become net decreases in the transfer of income through public services.
However, a number of studies have found that, with the exception of public
education, the use of public services by undocumented workers appears to be
small. .

In a study of undocumented workers in San Diego, Villalpando found that
the use of public services was relatively small compared with the amount of
taxes paid. It was found that undocumented workers contributed $50 million to
social services in the form of State and local taxes, and they used only
$2 million in social services. 2/

Using research data from California, McCarthy and Valdez concluded that

" it would be impossible to estimate accurately the tax contributions of all
Mexican immigrants (legal and undocumented) or to estimate the cost of
providing public services to Mexican immigrants. 3/ However, using census data
and data taken from surveys conducted by service providers, they were able to
infer the following: (1) With the exception of public education, Mexican
immigrants’ tax contributions (i.e. federal, state, and local) exceed the cost
of public services they use, (2) given the low income levels of most Mexican
immigrants and that the percentage of permanent immigrants is increasing, the
costs of providing public services might be increasing at a faster rate than
the tax revenues paid by the immigrants, and (3) areas with large
concentrations of Mexican immigrants may bear a disproportionate share of the
costs of providing public services to immigrants.

McCarthy and Valdez noted that the problem of disproportionate cost
bearing is compounded by the fact the the two services most widely used by
Mexican immigrants, education and health care, are financed by local and State
governments, whereas the major recipient of Mexican immigrant tax revenue is
the Federal Government. Therefore, these costs paid by the local governments
are, in fact, subsidies from the local governments to the Federal Government.

1/ Hill, "The Economic Impact."

2/ Manuel Vic Villalpando, et al., A study of the socioeconomic impact of
illegal aliens on the County of San Diego, San Diego: County of San Diego
Human Resources Agency, Jan. 1977.

3/ McCarthy and Valdez, Current and Future Effects. In addition, the
inclusion of the costs of providing public services to U.S. workers displaced
by Mexican immigrants would compound the difficulty of accurately measuring
the impact of immigration on net Government revenues.
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Finally, Hill summarized the findings of three studies that surveyed the
extent to which illegal aliens make use of social services. (The results of
the studies are presented in table 12.) The findings support those of
McCarthy and Valdez and Villalpando--illegal aliens pay more in taxes than
they use in public services. The results indicated that 67 to 88 percent of
. the illegal aliens had Social Security taxes withheld, and 70 to 74 percent
had Federal income taxes withheld. In addition, whereas one-fourth of the
respondents in one study reported that they had some kind of medical treatment
in the United States, 83 percent said that either they or their health
insurance had paid for the care. 1/

Impact on Wages.--The lack of data makes it difficult to assess the
exact magnitude by which Mexican immigrant labor decreases low-skilled
domestic wages in the border region. Different conclusions result from the
existing research.

Table 12. Participation of illegal aliens in U.S. fiscal system. The
percentage of illegal aliens who had taxes withheld and the percentage who
used public services

(In percent)

North and Orange
. Houstoun County Bustamente

Item Study 1/ Study 2/ Study 3/
Share with taxes withheld

Social security taxes.................. 77.0 88 67

Federal income taXes...........ccvuuess 73.0 70 74
Share who used services

Medical care 4/.......ciiiiiiiiiiiiiins 27.4 8.0-10.0 7.8

Unemployment compensation............... 3.9 - -

Public schools............chvuiiinnnn.n. 3.7 - .9

Food Stamps.......ooviiiiinnnnnnnnnnnnans 1.3 1.6 -

Welfare........coiiiiiiiniiiiinnnnnnnns 5 2.8 3.2

1/ David S. North and Marion T. Houstoun, The Characteristis and Role of
Illegal Aliens in the U.S. Labor Market: An Exploratory Study.

2/ Task Force on Medical Care for Illegal Aliens, The Economic Impact of
Undocumented Immigrants on Public Health Services in Orange County, Orange
County, California, March 1978. .

3/ Jorge Bustamente, "Undocumented Immigration from Mexico: Research Report,"
International Migration Review, 1977, pp. 149-177.

4/ Figures in the second and third columns represent the percentage of
respondents who had used free medical care while living in the United States.
In the North and Houstoun survey, individuals were asked simply whether they
had used any medical services..

Source: John K. Hill, "The Economic Impact of Tighter U.S. Border Security",
Economic Review, The Federal Reserve Bank of Dallas, July 1985,

1/ Hill, "The Economic Impact."
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In 1974, Wise examined the effect of terminating the bracero program on
wages. The bracero program was established unofficially in 1942 to permit the
seasonal entry of agricultural workers from Mexico into the United States. 1/
It was intended to benefit U.S. agricultural producers by alleviating the
labor shortages created by World War II. In addition to opening up employment °
opportunities, Mexican workers were to receive safeguards. The program was
terminated officially in 1968. Wise estimated that the termination of the
program would have increase wages between 12 and 67 percent if the Bracero
workers were not replaced by illegal immigrants.

Conversely, Grossman suggested that immigrants have a relatively small
impact on the U.S. wage level. In her analysis, Grossman assumed that the
characteristics of illegal immigrants resemble those of U.S. legal
immigrants. Given this assumption and the assumption of fully flexible wages,
Grossman predicted that a 10-percent increase in the flow of immigrants
reduces domestic wages by roughly 1 percent. In addition, Grossman contended
that immigrants do not displace U.S. labor in the long run. In the short run,
labor displacement might occur if wages are inflexible downward. 2/

Smith and Newman found that Mexican migrants had a relatively small
impact on border region income. 3/ They compared the earnings of workers
living in nonborder regions to those of workers living along the Texas-Mexico
border. Houston, TX, was chosen to represent a nonborder region since it has
a smaller Mexican-American population and since it has relatively fewer
immigrants than the Texas-Mexico border. It was found that there was an
8 percent differential between border region (total average) income and (total
average) income in Houston. However, this differential might represent a
premium that workers (especially Mexican-Americans) living on the border were
willing to give up in order to stay in a familiar environment. (This
explanation is similar to that used to explain why individuals are willing to
accept relatively lower wages in small communities rather than find higher
paying employment in larger cities.)

In addition, Smith and Newman's study found that high-skilled and
low-skilled workers are impacted differently by immigrants. Since most
Mexican immigrants are low-skilled workers, the income of U.S. low-skilled
workers was more greatly affected than the income of high-skilled workers:
border region low-skilled income was 13 percent lower than nonborder
low-skilled income, whereas border region high-skilled income was 7 percent
lower than nonborder high-skilled income. In addition, Mexican-Americans
living in the border region had an income that was 11 percent lower than their
counterparts living outside the border region. Smith and Newman concluded
that low-skilled workers are not affected as much as is commonly believed.

1/ Donald E. Wise, "The Effect of the Bracero on Agricultural Production in
California," Economic Inquiry, 12, pp. 547-558.
. 2/ Jean B. Grossman, "The Substitutability of Natives and Immigrants in
Production," Review of Economics and Statistics, November 1982.

3/ Barton Smith and Robert Newman, "Depressed Wages Along the U.S.-Mexico
Border: An Empirical Analysis," Economic Inquiry, January 1977.
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McCarthy and Valdez also examined the displacement effect of Mexican
immigrants on U.S. labor. They concluded that the displacement effects, if
any, appeared to be concentrated in the Mexican-American population. 1/

Finally, special note should be made of the argument that undocumented
workers have the largest displacement effect on Mexican-Americans living on
the border since they compete for the same type of employment. As supported
by the evidence, undocumented workers depress wages and contribute to higher
rates of unemployment among Mexican-Americans. Yet, as indicated by Professor
Hansen, Mexican-American organizations have been reluctant to support
legislation that would impose fines on employers of undocumented workers. The
lack of support might be based on a number of factors: (1) the perception by
Mexican-Americans that such legislation would result in the harassment of all
Hispanics, (2) the desire by some Mexican-Americans for reunification with
family members still in Mexico, and (3) nonpecuniary benefits that arise from
living among a larger Hispanic population. A less plausible, and according to
one observer, even ridiculous argument is that Mexican-Americans who do not
support a restrictive immigration policy are not acting in their own
self-interest, perhaps because they do not recognize the economic tradeoffs
involved. 2/

Revision of U.S. immigration laws.--On October 17, 1986, the 99th
Congress passed an immigration bill that some observers indicate is a sweeping
revision of the immigration laws. 3/ The following are the bill’s major
provisions: 4/ -

1. The legislation ... provides a legalization'program for illegal
aliens who moved to the United States before 1982.

2. The bill makes it illegal for an employer knowingly to hire an alien
not authorized to work in the United States. ... Employers would be
required to verify new hires by examining either a U.S. passport or a
combination of a birth certificate or a Social Security card with one of
the following: a driver’s license, state-issued identification card or
an alien indentification document known as a green card. ... An employer
convicted of a hiring violation would face a fine of $250 to $2,000 per
illegal alien for the first offemse; $2,000 to $5,000 for the second
offense; and $3,000 to $10,000 for the third offense. Persons convicted
of "pattern or practice" violations would face a $3,000 fine and six °
months in prison for each illegal alien.

3. The Immigration and Naturalization Service would receive $422 million
in additional funding in 1987 and $419 million extra in 1988 to increase
border enforcement efforts.

4. The bill provides $1 billion annually for four years to state and
local governments to offset costs of the legalization program. Federally
funded public assistance--including welfare benefits--would not be
available to the newly legalized aliens for five years.

1/ McCarthy and Valdez, Current and Future Effect.

2/ Hansen, The Border Economy.

3/ The bill was signed into law by President Reagan on November 6, 1986.

4/ This summary of the bill'’s provisions draws heavily from Mary Thornton,
"Hill Revises Immigration Law," The Washington Post, October 18, 1986.
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5. A special office would be created in the Justice Department to
investigate and prosecute cases of job-related discrimination against
aliens with legal status in the United States.

6. Aliens who worked at least 90 days in U.S. agriculture between May 1,
1985, and May 1, 1986 would be given temporary resident status. After
two years, those aliens would become permanent residents. ... Aliens who
can prove they worked 90 days a year in U.S. agriculture for the last
three years would qualify for permanent resident status after one year.

. If the program does not attract enough labor to satisfy U.S.
agricultural needs, the government could approve the entry of
"replenishment" workers, who would become eligible for temporary
residence if they work in agriculture fo three years. Farm workers would
qualify for permanent legal status after the three years.
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TRADE AND DEVELOPMENT POLICIES AFFECTING
ECONOMY OF BORDER AREAS 3

Mexican Trade Programs With the United States

Generally, importations into Mexico face heavy regulation. In November
1982, the Mexican Government decreed that all commercial importations valued
over 5,000 pesos would require an import license (also known as a prior import
permit). Permits are rarely granted to bring in products for which a Mexican
article can be substituted. Exemptions are subject to the discretion of the
Mexican Secretariat of Commerce, which can deny permits for "nonessential"
goods. However, a limited number of exemptions were created by this decree.
These included items specifically exempted by the Secretariat and other
Government agencies, spare parts up to a certain quantity per importer,
shipments intended for the maquiladora industry, and goods destined for the
"articulos gancho" program.

The "articulos gancho" program 1/

Origin.--FTZ's have been a controversial political issue in Mexico since
the establishment of the border with the United States in 1848. Cheaper,
better quality goods have historically attracted Mexican consumers across the
border. Losses of population and commerce to the U.S. side prompted the
States of Tamaulipas and Chihuahua to establish a "free zone"

(zona libre) on the frontier in 1858. For the last 125 years, some form of
free zone has existed along the U.S. border. The extent of the zone has
varied because of changing economic, social, and political circumstances.

The peninsula of Baja California (Baja), part of the State of Sonora, and
the State of Quintana Roo on the Yucatan Peninsula are virtually free zones,
having import limits on approximately 50 items, including agricultural
products, automobiles, and raw materials. The program for these areas dates
back to the 1930’s and the Depression, when the majority of the border was
treated as a free zone. Baja was able to retain its free zone status because
of its distance from Mexico City and the resulting transportation problems.

In 1971, Mexico introduced a "modified" free zone, the articulos gancho
program, which was primarily intended to cover the border cities east of
Sonora. In general, only a limited number of personal articles manufactured
in the United States could be brought into Mexico by a single individual
without payment of duty. For example, as of September 1984, Mexican residents
who purchased more than US $25.00 of unrestricted goods were required to
declare and pay duty on their purchases when returning to Mexico. El Paso
reportedly served as a "giant shopping center for Juarez citizens” who shopped
in U.S. retail outlets at competitive prices. 2/ Runners would also be sent
from retail shops in Juarez (perhaps making several trips daily) to buy small
amounts of U.S. products from U.S. outlets for resale in Juarez at slightly

1/ See generally, U.S. Department of Commerce, telegram No. 145, Mar. 2,
1982.

2/ D. Michie and P. McDevitt, An Evaluation of Transportation Barriers to
International Trade Along the U.S.-Mexican Border: A Case Study of the
El Paso-Cd. Juarez Port of Entry, December 1984, pp. 15-17.
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higher prices to residents of Juarez who could not obtain border crossing
visas, or who did not wish to make the trip into El Paso. Some of the
consumer goods were preferred by Mexican border residents because of quality
differences; in other cases, advertising is reported to have generated demand
for certain "brand name" articles. Certain U.S.-branded apparel items and
toys have been mentioned as particularly in demand by Mexican border
residents. 1/

Description.--The articulos gancho are certain commodities approved by
the Secretariat of Commerce in Mexico City which are permitted to be imported
duty free on a wholesale basis for domestic resale and consumption in the area
of the border (free) zone. The Secretariat establishes restrictions as to the
total annual value and types of goods that may be imported under this
program. Because of these restrictions, the border area in which this program
is permitted is referred to as the "frontier fringe" (franja fronteriza)
rather than as a free zone. The articulos gancho program was designed to
"hook" (gancho) residents of the frontier into border area stores, such as
Mexican department stores, 2/ by offering foreign (mainly U.S.) goods at
prices that are competitive with those prevailing at U.S. stores across the
border, thereby obviating the need to shop in the United States.
Theoretically, once "hooked" into the Mexican commercial establishment, the
consumer would then purchase Mexican products as well as the duty-free goods.

The Mexican Government has long been concerned about this program and
numerous suggestions to phase it out have been put forward. However, the
Government also recognizes that residents of the border areas have greater
purchasing power than do residents of the interior and that they have become
accustomed to a higher standard of living and the quality (or brand name
appeal) of certain foreign goods. As a result of these concerns, during the
1960's the Government introduced the Border Industrialization Program
(Programa Fronterizo de Industria or PFI) to produce consumer goods for the
border areas, and the Programa Nacional Fronterizo (PRONAF) to attract U.S.
purchasing power to the region. The desired outcome is a gradual phasing out
of the articulos gancho program as domestic industry develops sufficient
capability to meet the demands of frontier consumers.

Articles imported under the articulos gancho have been categorized as
nondurable consumable goods, durable consumable goods, or raw materials. The
Mexican Embassy has advised the Commission that this program was terminated in
1982. 3/ Since then, a global import quota policy for "basic, partly basic,
durable and production goods" has been in effect. The following tabulation

1/ Conversations with staff, International Trade Administration, U.S.
Department of Commerce, Mar. 17 and 18, 1986.

2/ R. Turner, Practical Advice on Exporting to Mexico, BUS. AM., Nov. 15,
1982, p. 18.

3/ Letter from Embassy of Mexico to Commission staff, May 11, 1986.
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indicates that the amounts of products (in thousands of dollars) that were
authorized for admission into the northern border area by the Mexican
Government during 1983 through 1986--

Global Quota 1983 1984 1985 1986 3/
---------- 1,000 dollars------=----
Basic products 13.1 43.5 86.1 2/
Partly basic 1/ 7.0 15.9 19.6 25.4
Production goods .2 .9 1.0 1.0
Durable goods 12.0 26.0 61.2 103.1
Total 32.3 86.2 167.9 129.5

1/ Includes automotive parts.
2/ Open quota depending on the need of the border State.
3/ Authorized.

Source: SECOFI--Direccion General de Asuntos Fronterizos.

Border zone production programs

. Mexico'’s free zones were established in order to encourage development in
these once remote and underpopulated regions. A perimeter zone (formerly
known as a "free perimeter") 20 kilometers wide parallels the U.S. border and
includes the border cities. Certain items may be shipped to these zones at
reduced duties or free of duty. Duty-free goods brought into the free zones
may not be transferred to the rest of the country without payment of duties.
This is enforced by checkpoints at the boundaries of the zones.

In 1965, Mexico began encouraging the establishment of in-bond production
facilities in the border region, commonly known as maquiladoras. Mexico
waived a number of its restrictions on foreign investment and allowed
duty-free importation of components and materials used in the maquiladoras,
provided the output of the maquiladoras is exported from Mexico. Later Mexico
permitted the establishment of maquiladoras in most of the interior of Mexico
and allowed some of their output to be sold in Mexico. The maquiladora
program has been very successful, now employing hundreds of thousands of
workers and earning over a billion dollars annually in foreign exchange. The
maquiladoras are described in detail in a separate section in
this report.

Investment promotion and restriction programs

Although recognizing its importance, Mexico closely regulates foreign
investment. As a result, it is 'difficult for a foreigner to gain majority
control of a Mexican entity (except maquiladoras, as previously noted). 1In
addition, there are restrictions that are designed to encourage Mexican
majority ownership of existing foreign enterprises. The rules governing
foreign investment stem from three major laws enacted during the 1970's, i.e.,
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the 1973 Law to Promote Mexican Investment and Regulate Foreign Investment,
the 1973 Technology Transfer Law, and the 1976 Law on Inventions and
Trademarks. 1/

The 1973 Foreign Investment law.--Under the Foreign Investment law of

- 1973, the economy is divided into three sectors. All activities with respect
to petroleum and basic petrochemicals, nuclear power and other public
utilities, and most areas of mining, railroads, and telegraphic and wireless
communications are reserved for the government. Radio, television, automotive
transport, airways, maritime transportation, forestry, gas distribution and
similar activities are reserved for Mexican companies that prohibit foreign
equity participation. The remainder of the economy is open to foreign
investment, but generally foreign equity is limited to 49 percent of the
enterprise. The Foreign Investment Commission publishes lists of economic
sectors in which the Government desires to encourage foreign participation
together with the permissible percentage of foreign equity. 2/ The
Commission must approve any foreign investment in Mexican companies beyond 25
percent of capital or 49 percent of assets.

The Commission screens applications for investment based upon 17 criteria
set out in article 13'of the Law. These criteria try to ensure that the
proposed investment will have a beneficial effect on Mexico in the following
areas--

a) balance of payments;

b) employment;

c) wage and price scales;

d)  technology transfer;

e) regional development;

f) total national investment; and

g) mnational economic policy.

Permission to make an investment is often granted subject to meeting
performance requirements that are negotiated on a case-by-case basis.

There are several provisions of special interest in the 1973 law. The
Law contains a "Calvo Clause" (based in article 27 of the 1917 constitution),
which requires that foreigners who acquire properties of any kind agree "to
consider themselves as Mexican nationals with regard to these properties and
not to invoke the protection of their government, with respect to such
properties, under penalty ... of forfeiting [to Mexico] the properties thus
acquired." This is not an uncommon provision in foreign investment laws in
Latin America. 3/

1/ See generally, U.S. Department of Commerce, Investing in Mexico, December
1985, pp. 4-9.

2/ See, for example, Foreign Investment National Commission of Mexico,
Guidelines for Foreign Investment and Objectives for Its Promotion, Mexico,
1984, pp. 5 and 6.

3/ See generally, Comment, Legal Issues Arising From the Mexican Economic
Crisis, 17 VAND. J. TRANSNAT. L. 367 at p. 371, 1984,
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Performance requirements may include establishing minimum export and
local content levels. Specific requirements are established for the
enterprise in order to ensure attainment of the objectives set forth in the
1973 law. These are not usually made public and are negotiable. If the
criteria cannot be met, the investor may later be permitted to renegotiate
- with the Commission.

The 1973 technology transfer law.--In an attempt to promote indigenous
technology, Mexico enacted the Law on the Registration of the Transfer of
Technology and the Use and Exploitation of Patents and Trademarks in 1973. It
required the registration of all contracts involving the transfer of
technology. The law specified the conditions to be met in order to receive
registration and enumirated 14 reasons for automatic denial.

In 1982, this law was replaced by the Law on the Control and Registration
of the Transfer of Technology and the Use and Exploitation of Patents and
Trademarks. The revised law gives the Government increased powers in this
area and expands the number of agreements that require registration. Failure
to register an agreement renders it unenforceable in court and ineligible for
governmental developument support. Also, failure to register a technology
agreement is subject to a fine up to the amount of the transaction or 10,000
times the minimum daily wage in Mexico City.

The National Registry for the Transfer of Technology scrutinizes
contracts based on a number of criteria, including costs and the local
availability of the technology in question. It will try to negotiate
contracts under this law so as to maximize local management of the companies.
The underlying purpose is to reduce Mexico's dependence upon foreign
technology and provide State support to Mexican purchasers of foreign
technology during their negotiations with the foreign companies. The law, in
effect, reinforces the requirements of the Foreign Investment Commission that
limits foreign control of Mexican enterprises.

The following are the agreements, contracts, or other acts that must be
registered with the Government--

a) concession of use or authorization to exploit works, patents of
inventions or of improvements, and certificates of inventions;

b) assignment of trademarks and patents;

c) authorization to use commercial names;

d) transmission of technical knowledge through plans, diagrams, models,
instruction manuals, formulae, specifications, education and training
of personnel, and other means;

e) technical assistance in any form rendered;

f) provision of basic or detailed engineering services;

g) provision of operating or administrative services for enterprises;

h) counseling, consulting, or supervisory services;
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i) concessions with respect to copyrights that imply industrial
exploitation; and

j) computer programs (i.e., the transactions for transfer of the
software rather than the details of the specific program).

Previously, the maquila industry had been exempt from the registration
requirements of the 1973 Technology Transfer Law. However, the 1982 Law now
subjects maquiladoras to the registration requirements.

The following categories of technology transfers are exempt from the
registration requirements--

v

a) employment of foreign technicians to come to Mexico to install
factories or machinery or to make repairs;

b) the provision of designs, catalogs, or counseling in general, which
are purchased with the machinery or equipment and are necessary for
its installation, to the extent that this does not imply a separate
obligation to make subsequent payments (e.g., training and manuals
which are "bundled" into the purchase price of the equipment do not
appear to require registration under this provision);

c) assistance in repairs or emergencies if and when they derive from
some act, agreement, or contract that has been previously registered;

d) instruction or technical training furnished by educational

institutions, persomnel training centers, or by companies to their
workers; )

e) industrial exploitation of copyrights relating to the publishing,
motion picture, recording, or radio and television industries; and

f) international agreements for technical cooperation executed between'
Governments.

There are several grounds for denial of registration. 1/ These may be
enumerated as follows-

a) restrictions on improvements in the transferred technology;
b) interference in the management practices of the recipient;
c) requirements to accept supplies from an exclusive source;
d) limitations on the export of the finished product;

e) prohibitions on the use of complementary technologies;

f) requirements to sell to one exclusive buyer;

1/ B. Kryzda, Joint Ventures and Technology Transfers, 12 CASE WEST. RES. J.
INT'L. L. 549 at pp. 558 and 559, 1980.




43

g) restrictions on the use of personnel;

" h) limitations on volume of production or imposition of sale or resale
prices; .
i) 'most requirements to enter into exclusive sales or representatio
contracts with the supplier;

j) obligations to maintain the secrecy of the technical information
beyond the duration of the agreement;

k) failure of the supplier to accept responsibility for third party
liability in the event of infringement of their industrial property
rights; or

1) absence of quality guarantees by the supplier.

In addition, ordinarily acceptable agreements are denied registration
when the technology is already available in Mexico; the fee or the duration of
the agreement is considered excessive (agreements are limited, in any case, to
no more than 10 years); or foreign arbitration is enlisted for dispute
resolution purposes related to the agreement (i.e., the Calvo Clause supra is
invoked). In the first 15 months of operation, the Mexican National Registry
for the Transfer of Technology is reported to have rejected some 35 percent of
the technology agreements submitted to it. 1/ However, in many of these
areas, negotiation with the Government is possible on a case-by-case basis.
Exceptions are granted when it is deemed in the "best interests of the
country." : '

The 1976 Law on Inventions and Trademarks.--In 1976, Mexico replaced its
1942 Industrial Property Code with the Law on Inventions and Trademarks. The
1976 law created new categories of nonpatentable items and increased the
restrictions on granting and using patents and trademarks. 2/ The National
Registry for the Transfer of Technology, which oversees the transfer of
technology law, is also responsible for administration of the Law on
Inventions and Trademarks.

Under the 1976 law, the following items are not patentable--
a) plant varieties and animal breeds as well as biological processes for
obtaining the same;

b) alloys;

c) chemical products, except new industrial processes for obtaining the
same and their new uses of an industrial nature;

d) chemical-pharmaceutical products and their mixtures, medicines,
beverages and foods for human or animal consumption, fertilizers,
pesticides, herbicides, and fungicides;

1/ E. Epstein, Business-Government Relations in Mexico: The Echeverria
Challenge to the Existing Development Model, 12 CASE WEST. RES. J. INT'L. L.
525 at 536, 1980.

2/ See generally, A. Hyde and G. Ramirez de la Corte, Mexico's 1976 Law of
Inventions and Trademarks, 12 CASE WEST. RES. J. INT'L. L. 469, 1980.




44

e) processes for obtaining mixtures of chemical products, industrial
processes for obtaining alloys, and industrial processes for
obtaining, modifying, or applying the products and mixtures described
above in paragraph (d);

f) inventions pertaining to nuclear energy and security;

g) antipollution apparatus and equipment for the manufacture,
modification, or application thereof;

h) juxtaposition of known inventions, their variation of form, of
dimensions, or of materials, except when there is a combination or
v fusion of these inventions in such a manner that they cannot function
separately, or that the characteristic properties or functions of the
same are modified so as to obtain a novel industrial result;

i) application or use in an industry of an invention already known or
utilized in another industry, and processes which consist simply of
the application or use of a device, machine, or apparatus which
operates in accordance with previously known principles, even though
such application is new; and

j) inventions the publication or exploitation of which is contrary to

the law, public order, health, public security, or to moral or good
customs.

The inventions described above in paragraphs (e), (f), or (g) may be
protected through registration and the issuance of a certificate of
invention. 1/ The certificate of invention does not provide the right of
exclusive use to the inventor. Instead, the certificate guarantees the right
to collect royalties from any party that wishes to exploit the invention. A
certificate of invention is available as an alternative to a patent for any
patentable invention, as well as for certain types of nonpatentable
inventions. The certificates have a duration of 10 years.

Patents also have a duration of 10 years and may not be extended. The
law provides that patents must be used within 3 years from the date of issue.
Otherwise, during the 4 years, the Government may authorize an obligatory
nonexclusive license to use the patent. The Mexican authorities must approve
the amount of royalties to be paid and other terms for such a license. If a

valid request for a compulsory license is not made during the 4 years, the
patent expires.

The length of trademark protection was reduced from 10 to 5 years by the
1976 law. This law allows registration renewal for successive 5-year periods,
but only if the trademark’s effective and uninterrupted use during the
preceding 5-year period is proven. The law requires all products produced in
Mexico to carry a distinctive Mexican trademark. This Mexican trademark must
be equally "linked" to the foreign or international mark and owned by the

1/ 1bid. pp. 471 and 472.
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Mexican entity. 1/ This latter provision has attracted much comment. 2/ It
has been suspended annually and has yet to be implemented. It may, however,
be invoked at any time either in its entirety or on a selective basis.

. Mexican agricultural policies

Like the case in many other sectors of the Mexican economy, the Mexican
Government actively participates in the management of its agricultural economy
though a variety of governmental policies such as price ceilings, tax
incentives, import and export licensing, State trading, and credit to name but
a few. 3/ According to 'a July 1985 study, Mexican agricultural trade policies
until recently,"... have reflected a national goal of self-sufficiency in
basic foods; current actions [of the Mexican Government] seem to reflect a
national goal of self-reliance with a somewhat greater attention to
international comparative advantage." 4/ Mexican agricultural policy derives,
according to the authors of this study, from the political necessity of
providing cheap food to rural and urban poor, while maintaining income for
poor farmers. Intervention of the Government in Mexican agriculture ranges
from guaranteed producer prices and consumer subsidies for food to Government
ownership of food stores, wholesale distributors, milk processing plants, and
feedmills. The Mexican Government has required import and export permits for
a wide variety of agricultural and nonagricultural products for a number of
years, although there has been some loosening of permit requirements for
certain agricultural products in the past several years, according to some
sources. 5/ A Mexican parastatal organization, Compania Nacional de
Subsistencias Populares (CONASUPO), has permit control over imports and
exports of most agricultural products, issuing export permits only when
domestic needs have been met. Mexican exports of sugar and beef have been
sharply reduced in recent years as domestic demand has risen and these
products have become more scarce domestically.

1/ In-bond (maquila) assembly industries, and those operating in similar
form in the free zones are exempt from the linking requirement, at least in so
far as they produce goods that are intended for export. A. Hyde and G.
Ramirez de la Corte, supra at p. 480.

2/ Ibid. at pp. 477-482.

3/ This section draws upon: Maury Bredahl, Jimmye Hillman, Rober
Rothenberg, and Nicolas Gutierrez, Technical Change, Protectionism, and Market
Structure: The Case of International Trade in Fresh Winter Vegetables,
University of Arizona, August 1983; U.S. Department of Agriculture, "Mexico'’s
Move to Liberalize Trade," Agriculture Outlook, December 1985, pp. 13-17;
Stephen Duprick and Clive Harston, U.S.-Mexican Trade: An Examination of
Agricultural and Nonagricultural Trade Policies and Their Implications,
Department Information Report No. 82-2, Dept. Of Agriculture Economics, Texas
A&M University, August 1982; and Jimmye Hillman, Philip Abbott, Maury Bredahl,
and Myles Mielke, Understanding U.S. Mexican Agricultural Trade, University of
Missouri-Columbia, July 1985.

4/ Hillman, Abbott, Bredahl, and Mielke, Ibid., p. 2.

5/ Dupnick and Harston, op cit., pp. 40-41; the U.S. Department of
Agriculture, op cit.,; December 1985, pp. 15-16.
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Mexican imports of agricultural products.--Mexico imports principally
basic agricultural commodities, notably grain and oilseeds. The Mexican *
Government carefully controls these imports to minimize interference with its
programs for farmers and agricultural producers. There are few imports into
Mexico of the so-called high valued products (HVP), such as beef, wine,
horticultural products, or other processed foods that the United States
supplies to other countries such as Canada or Japan.

Trade barriers within Mexico to U.S. agricultural exports.--As indicated
earlier in the section entitled "Mexican agricultural policies," Mexico
tightly regulates its international and domestic ‘trade in agricultural
products through a wide variety of government programs and policies. Two
authors of a USDA study conclude, for example, "Traditionally, Mexico has
taken a strong protectionist stance in international trade in order to promote
national development." 1/ The Government of Mexico has used chiefly nontariff
measures, notably direct import licensing, to reduce or control imports of
agricultural products. And, although it has recently reduced the number of
products requiring licenses, most of the leading imports such as grain,
oilseeds, vegetable oils, oilseed meals, dry milk, and tallow still require
them. Moreover, even where import licenses are no longer required, to some
degree, higher and restrictive tariffs have taken their place. For example,
imports of the various animal fats (except tallow) into Mexico required an
import license prior to 1985, and required a duty of up to 10 percent ad
valorem; in 1986, such imports require no permit, but are dutiable at 25
percent ad valorem. 2/

Factors other than trade barriers affecting Mexican imports of
agricultural products.--In addition to Mexico's tariff and nontariff trade
barriers to agricultural imports, there are several other factors that limit
Mexican demand for U.S. agricultural products. Heavy foreign indebtedness has
already curtailed purchases of U.S. agricultural products, according to
several USDA studies. 3/ Moreover, in Mexico, over the past 5 or 6 years, the
lack of vigorous economic growth has dampened prospects for U.S. agricultural
sales to Mexico. 1In most years, the United States supplies 80 percent or more
of Mexico’s total imports of agricultural products. Therefore there is little

prospect of increasing total U.S. exports to Mexico by replacing other foreign
suppliers. 4/

1/ Nicole Ballenger and Myles Mielke, "Mexico'’s Move to Liberalize Trade,"

Agricultural OQutlook, U.S. Department of Agriculture, December 1, 1985, pp. 1l4
and 15.

2/ Ibid., pp. 15 and 16.

3/See John Dunmore and James Longmire, Sources of Changes in U.S.
Agricultural Exports, January 1984, U.S. Department of Agriculture, for
example.

4/ USDA (Foreign Agriculture Service), Mexico--Agriculture Situation Report
(U.S. Attache Report), Mar. 4, 1986, p. 13.
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In response to Mexico's foreign debt problem, the USDA has provided the
Government of Mexico with various credit guarantees and intermediate credit at
various times over the past several years. In fiscal year 1983, for example,
USDA provided over $1 billion in credit guarantees for private loans to Mexico
from U.S. banks to finance the purchase of mostly feedgrains, oilseeds, and
oilseed meal from the United States. 1In 1985, USDA provided about $175
million in credit guarantees that were used to purchase mostly feedgrains and
oilseeds, according to information supplied by the USDA. 1/

GATT accession

Mexico formally applied to accede to the General Agreement on Tariffs and
Trade (GATT) in November 1985. By August 24, 1986, Mexico was a full member,
or contracting party, to the GATT. Mexico had applied to join the GATT once
before, during the 1970’s. With its application pending, Mexico participated
in the Tokyo Round of multilateral trade negotiations (MIN’s). However, at
the close of the Tokyo Round in 1980, Mexico withdrew its application because
of internal dissent from a coalition of opposition politicians, labor unions,
and producers benefiting from Mexico'’s protection against foreign imports.

This time, Mexico’s application to the GATT followed several months of
floating the idea on the domestic front. 2/ The climate now seemed more
favorable. For the Mexican administration, joining the GATT complemented
efforts already under way to liberalize the country'’s import regime and open
its economy to international competition. GATT accession would also support
discussions with the International Monetary Fund (IMF) and ensure Mexico a
role in the upcoming new round of MIN's.

The U.S. interests.--Mexican measures identified by the United States
Trade Representative (USTR) and in hearings before the Commission as affecting
U.S. exporters include, among others, high tariffs, an extensive import
licensing system, minimum import pricing, extensive Government purchasing
under a "buy national" policy, and export subsidy programs. 3/ Many of these
practices were addressed in accession negotiations. In the entry negotiations
conducted with Mexico by GATT members, the U.S. Government requested
concessions relevant to U.S. trading interests. Priority requests were
determined through extensive consultations by the USTR and other agencies with
private sector advisors. Some of the sectors providing advice included
producers of farm equipment, paper and paper products, leather products, =~
agricultural products, computers and software, steel and steel products,
chemicals, and cosmetics.

1/ Ibid.

2/ In August 1985, then Minister of Commerce and Industry, Hector Hernandez,
discussed interest in joining the GATT before hearings of the Mexican
legislature. Journal of Commerce, Aug. 12, 1985.

3/ Office of the United States Trade Representative, Annual Report on
National Trade Estimates, 1985, pp. 150-155, and proceedings before the U.S.
International Trade Commission, The Impact of Increased U.S.-Mexican Trade on
Southwest-border Development, Investigation No. 332-223, Apr. 10, 1986.




48

The accession package.--To join the GATT, Mexico agreed to bind or lower
many tariffs, continue to phase out many quotas and import license
requirements, administer nontariff measures (NTM's) and development programs
in a GATT-consistent manner, and sign on to a number of codes adopted at the
Tokyo Round of multilateral trade negotiations. . Many of the tariff and other
- changes required to comply with the terms of accession (those that have not
already been implemented under Mexico's current liberalization program) will
be phased in according to a specific timetable.

On tariffs, Mexico agreed to a ceiling binding of 50 percent ad valorem
on all 8,143 of its tariff lines. 1/ Mexico is also granting bound duty rates
of lower than 50 percent on 373 tariff lines, representing 16 percent (or $1.9
billion) of total Mexican imports in 1985. 1In concessions of interest to the
United States, Mexico bound 210 items at rates lower than 50 percent. These
items, represented $1.2 billion in imports and accounted for 15.7 percent of
total Mexican imports from the U.S. in 1985. The United States also obtained
the bound elimination of licenses of 175 of the 210 priority U.S. items. 2/

Several other Mexican commitments involved nontariff barriers. Mexico
agreed to adhere to five of the Tokyo Round nontariff barriers codes within 6
months of accession. ‘These codes include those on licensing, customs
valuation, antidumping, subsidies, and standards. Mexican accession to the
import licensing code is key to alleviating many trade restraints. The USTR
characterized Mexico'’s import licensing system as one of the "greatest
deterrents to U.S. exports." 3/ Accession to the Customs Valuation Code
should remedy trade problems associated with Mexico’s minimum import pricing
system. Under the code, import duties would have to be based on customs value
rather than on the Government'’s calculated "official value" that has been used
in the past. 4/ Membership in the Subsidies Code, under which export
subsidies are illegal, reinforces Mexico’s bilateral commitments to the United
States to phase out export subsidies. 5/

Mexico agreed to conduct the purchasing by its State-owned enterprises
and administration of its laws on antidumping, countervailing duties, and
safeguards in a GATT-consistent manner and to work toward eliminating
GATT-inconsistent border charges. Mexico also agreed to adhere to GATT

1/ GATT Press Release, No. GATT/1389, 25 July 1986. Tariffs of 100 percent
had been applied, for example, to canned fruit cocktail, electric shavers, and
beer. Office of the United States Trade Representative, Annual Report on
National Trade Estimates, 1985, pp. 150-151.

2/ Details contained in the memorandum to private sector advisors from the
USTR Office of Private Sector Liaison, July 11, 1986.

3/ Office of the United States Trade Representative, Annual Report on
National Trade Estimates, 1985, p. 152.

4/ Ibid. USTR reported that U.S. paper and paper product producers claim to
be particularly affected by these pricing practices.

3/ In testimony before the Commission, Ann Burton of the California Farm
Bureau Federation noted past problems with Mexican agricultural subsidies on
eggs, honey, and asparagus. Official Transcript of Proceedings before the
U.S. International Trade Commission, The Impact of Increased U.S.-Mexican

Trade on Southwest-Border Development, Investigation No. 332-223, Apr. 10,
1986. .




49

principles in the application of its National Development Program, with the
exception of current practices embodied in mandatory legislation covered by a
standard GATT "grandfather clause."

Although both Mexico and the United States are expected to benefit

. broadly from market-opening opportunities created by Mexico’s accession to the
GATT, several challenges are also inherent in the new relationship. Two main
factors are relevant to U.S. interests. First, Mexico’'s accession is part of
an overall Government strategy of shifting from a protected,
import-substitution economy to one that is open and export-oriented. Second,
as a major trader and a rapidly growing developing country, Mexico may speak
effectively for developing country concerns in the GATT, but has also
indicated interest in serving as a bridge between the developed and developing
countries’ positions. On Mexico'’s part, it will be faced with "overcoming
domestic problems from the competition of foreign imports, and learning to
cope with more extensive commercial relations with the 90 GATT countries." 1/
Although a positive impact of expanded trade flows between the United States
and Mexico can be expected to result from Mexico’s adherence to the GATT rules
and its entry concessions, the potential impact on southwest-border
development is unclear at this time.

Tax programs

The major taxes in Mexico are income taxes, value-added taxes, import and
export duties, as well as Social Security and property taxes. Other special
Federal taxes are those applied to the mining industry and excise taxes levied
on items such as gasoline and telephone service. In general, Mexico'’s income
taxes are based on the Income Tax Law of December 1964. The tax law is
promulgated annually but the new version generally retains the essential
principles of the original. The law establishes four groups of taxpayers,
each governed by separate rules. These are (1) resident business entities;
(2) resident individuals; (3) nonresident business entities and individuals;
and (4) nonprofit organizations.

Resident business entities are subject to taxation on all of their income
from all sources with very few exceptions. 2/ Resident individuals are taxed
on personal income, regardless of source, with special treatment for capital
gains. Marginal rates range up to 55 percent. In 1983, Mexico introduced
accelerated depreciation provisions into its tax law, allowing writeoffs of
75, 50, and 25 percent on the cost of investment in.1984, 1985, and 1986,
respectively.

Business entities and individuals who are not Mexican residents are taxed
solely on their Mexican earnings, whereas nonprofit organizations are
considered not to be taxpayers, except with respect to dividends received.

1/ Francisco J. Agraz, "Mexico-United States Trade Negotiations: Seeking
the Most Effective Forum," unpublished paper, Mar. 1, 1986, submitted to the
Commission by the office of Senator Lloyd Bentsen.

2/ It is reported that Mexico "guarantees" investors in the border zone that
there will be no customs duties or indirect taxes, other than the 1.8 percent
gross receipts tax. Three Tax Free Trade Zones of the World, Mexico, 1983,

p. 14,
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Annual tax returns must be filed by all business entities, nonprofit
organizations, and by most individuals.

Several forms of tax incentives are (or have been) employed to encourage
manufactured exports and import substitution to improve Mexico’s balance of
payments position. Two major programs, in effect since the 1970’s, are CEDI's
and CEPROFI's (Certificados de Promocion Fiscal). 1/ Issuance of CEDI's has
been suspended temporarily, but CEPROFI's remain in effect. These two
programs, together with the FOMEX program to provide pre-export financing
which is sponsored by the Mexican Treasury Department, have constituted the
basis for U. S. Department of Commerce investigations of subsidy practices
with respect to Mexican trade. 2/

CEDI’'s.--CEDI’'s were introduced in 1971 as nontransferable tax rebate
certificates specially designed to promote exports of manufactured products.
They were suspended temporarily in August 1982. As applied prior to that
time, CEDI's were granted for exports of selected products, based on the local
content and the export performance of the product. Articles subject to export
taxes were not eligible. The tax rebate was 10 percent of the sales value
when the domestic content exceeded 60 percent. When domestic content was
between 50 and 60 percent, the rebate was 5 percent. If the domestic content
was less than 50 percent, the product was not eligible for a CEDI. CEDI's
could be applied against a wide range of Federal tax liabilities, including
payroll taxes, value-added taxes, income taxes, and import duties.

CEPROFI's.--CEPROFI’'s are designed to foster a variety of industrial
development objectives including setting goals relating to exports. CEPROFI's
are tax credit certificates awarded to companies satisfying criteria for
promoting development in priority regions, engaging in priority economic
activities, and meeting more general industrial goals.

These certificates are issued for the first 5 years of a new investment
and can be used to pay any type of Federal tax. The amount of the credit
varies from 10 to 20 percent of investment costs, depending on whether the
project is a new plant or an expansion. CEPROFI’s are also issued for the
creation of new jobs. These credits amount to 20 percent of the incremental
labor cost and cover a period of 2 years.

Mexican companies must satisfy a variety of obligations to receive the
credit. A company must have investment tax credits approved by the Govermment
agency concerned. It must be registered under an approved development program
for the sector in question. As part of the registration process, the company
must commit to performance requirements related to increasing production,
domestic content levels, production shares to be exported, as well as price
commitments.

l/ U.S. International Trade Commission, Foreign Industrial Targeting and Its
Effects on U.S. Industries, Phase III--Mexico (Investigation No. 332-162),
USITC Publication 1632, pp. 193-198 January 1985.

2/ C. Ludolph, Subsidies and Countervailing Duties in U.S.-Mexican Trade,
September 1982, pp. 107 and 111.

During 1980-85, there were 28 countervailing duty cases involving Mexican
products such as steel, cement, ceramic tiles, bricks, toy balloons, textiles,
lime, and fresh flowers.
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A major restriction on these credits is that they cannot be used in
conjunction with any other tax benefit with respect to the same investment.
These include Federal tax benefits, local tax incentives, and reductions in
import duties. The company could, however, receive import duty reductions in
cases such as severe shortages of raw materials and parts.

Value-added taxes.--Value-added taxes (VAT's) were instituted in January
1980 to replace several gross receipts and excise taxes. 1/ The VAT is
applied to domestic sales and imports of goods and services. In the case of
imports, the VAT is levied in addition to import duties. The general VAT rate
is 15 percent, but rates vary with the product. 2/ A rate of 20 percent
applies to goods considered "luxury" items. A rate of 6 percent is applied to
"essential" items including many food items and all medicines. A number of
food items are subject to a zero VAT rate.

Transactions in certain industrial sectors are taxed at a zero rate. The
majority of transactions at the zero rate are sales of food, agricultural
equipment, inputs, and farming services. The zero VAT rate is also applied to
the export of services such as technical assistance, in-bond (maquila)
assembly operations, publicity, insurance and bonding, and financial
operations, as well as to international freight and air passenger services.

Some transactions, such as sales of certain products and services and
sales by certain entities, are exempt from VAT. These include sales of
governmental and other public services, professional medical services, public
entertainment, and educational services. The VAT does not apply to sales of
land and residences, construction materials, publications, credit instruments,
and sales made by labor unions’ nonprofit stores, farmers’ groups, and
governmental agencies. ‘ '

Special programs

Measures taken in the automotive sector.--From the mid-1920's until 1962,
the automotive industry in Mexico consisted of assembly operations using
completely knocked down vehicle kits imported from the United States and
Europe. 3/ After the Automotive Decree of 1962, however, the industry
experienced a dramatic change characterized by accelerated development. In
addition to successfully deterring importation of fully assembled vehicles,
the decree placed a ban on imports of assembled engines in 1964. Although
automotive sectoral policy was changed somewhat under the decrees of 1972 and
1977, the major objectives have remained the same. These include (1)
promotion of a national automotive industry, (2) reduction in the balance of
payments deficit resulting from high import levels, and (3) the establishment
of employment opportunities.

1/ U.S. International Trade Commission, supra at pp. 200 and 201.

2/ A 10 percent VAT generally is levied on sales of consumer items
throughout Mexico, except on sales to residents in the northern border zones
and southern Baja California where the VAT rate is 6 percent. Three Tax Free
Trade Zones of the World, Mexico, 1983, p. 14.

3/ A. Violante Morlock, A Critical Juncture in the U.S.-Mexican Trade
Relationship: The Automotive Sector, 1981, p. 4.
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The most recent automotive decree was published in September 1983. Its
stated objectives were to improve the efficiency of the industry, promote
research and development, generate employment, standardize components, and
help strengthen the balance of payments situation.

The four key provisions are as follows--

1) There are restrictions on the number of car lines and models which
each assembler can produce, although assemblers can earn additional
car lines through the export of components and vehicles.

2) The medium and heavy truck market is reserved for Mexican majoriéy
owned companies.

3) Vehicle assemblers are required to balance foreign exchange
transactions on a model year basis. No more than 20 percent of the
foreign exchange earnings may be generated from in-bond (maquila)
assembly operations.

4) Domestic content minimums are increased from 50 to 60 percent for
cars, from 65 to 70 percent for light trucks, and to even higher
levels for other classes of motor vehicles.

As of 1981, cities in the border zone were reported to be the only areas
in Mexico where U.S.-manufactured automobiles could be sold under very limited
conditions. Among other requirements, only very small quantities of specified
models of these automobiles could be sold to local residents of the border
zone. This was further limited to automobiles that were 4 years old and that
were "identical to those made in Mexico." 1/ '

In 1984, the U.S. Customs Service began to refuse entry to commercial
vehicles of Mexican registry weighing 10,000 pounds or more that had not
complied with U.S. Federal and local insurance requirements. In addition, a
regulation concerning the declaration and payment of U.S. duty on automobiles
purchased in Mexico began to be more vigorously enforced. American citizens
and resident aliens who had purchased such vehicles were required to pay duty
on the purchase price and to modify the vehicle to conform with the
Environmental Protection Agency (EPA) antipollution requirements and .
Department of Transportation safety standards in order to obtain release of
the vehicle. Imported vehicles not in compliance with these regulatory
requirements were seized as contraband.

In apparent "retaliation" for these actions by the U.S. Customs Service,
Mexican authorities commenced seizures of U.S.-manufactured automobiles owned
by Mexican citizens (for noncompliance with certain customs regulations). In
addition, U.S. citizens employed in Mexico, who had not paid the 10 percent
Mexican duty on their cars or otherwise failed to comply with Mexican
registration requirements, had their vehicles seized. 2/

1/ U.S. Department of Commerce, Marketing in Mexico, May 1981, pp. 5 and 16.
2/ D. Michie and P. McDevitt, supra at pp. 16 and 17.
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The pharmaceutical decree.--The decree was first announced in February
1984, but it did not take effect until the issuance of amended regulations in
April 1985. 1/ The decree, and the implementing regulations, seek to
increase the participation of Mexican-owned firms in this sector and to reduce
Mexico's dependence on imports so as to conserve foreign exchange. The
. regulations introduce requirements for local content, export performance, and
domestic research and development. In addition, the regulations require
retail generic sales, uniform labeling and packaging, import substitution of
active ingredients, and price equalization of equivalent drugs. The decree
also calls for the Government to expand its role in licensing, production
planning, procurement, pricing, and marketing of retail drugs. The decree
requires all drug companies to purchase at lease 20 percent of their raw
materials from domestic sources and to increase this level to 50 percent
within 3 to 5 years. 2/

Measures for the electronics (including computers) and food-processing
sectors.--Mexico is understood to be considering new measures for the
electronics and food-processing sectors that would parallel the measures put
into place in connection with the current computer plan. These measures
include (1) the substitution of imports and the promotion of exports; (2) a
gradual increase in local content for the industry as a whole; (3) greater
market penetration for Mexican-owned companies; (4) increased employment and
research and development activities; and (5) greater national
competitiveness. The computer plan also requires majority local ownership in
order to qualify for Mexican development incentives. To date, this
requirement has been enforced only for microcomputers and the low end of
computer technology. The food-processing plan is believed likely to have
similar objectives, particularly with regard to the participation of Mexican
capital in that sector of the economy.

Other measures in the transportation sector.--3/ U.S. railroads are not
permitted to operate in Mexico. Mexican railroad engines pick up boxcars in
El Paso railyards for transport to Cd. Juarez. Similarly, U.S. truck tractors
are not allowed to operate on Mexican Federal highways. 1In the past, a
Presidential Decree of 1956 has permitted U.S. trucks to have access to the
border zones. It has been reported that Mexican truck tractors pick up
trailers in El Paso for distribution into Mexico. However, there are few U.S.
truckers operating in Cd. Juarez "due to resistance by Mexican labor unions
and other entities." 3/

Insurance, bonding, and other permits often represent barriers to U.S.
transportation interests in Mexico. The Mexican authorities do not accept
U.S. insurance certificates, bonds, or permits. Performance bonds are
required by U.S. carriers before any commercial shipment is allowed to move by
rail into Mexico. Mexican entry permits designate the specific point of entry
that U.S. boxcars must use to enter and exit Mexico. Deviations from the
planned route are not allowed.

1/ U.S. Department of Commerce, Investing in Mexico, December 1985, pp. 7
and 8.

2/ U.S. International Trade Commission, Operation of the Trade Agreements
Program, Publication 1725, July 1985, pp. 160 and 161.

3/ D. Michie and P. McDevitt, supra at p. 32.
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U.S. Trade Programs With Mexico 1/

Most-favored-nation tariff treatment

Most-favored-nation (MFN) treatment is the grant of privileges to a given
country which are no less favorable than those accorded to the grantor’s best
or "most favored" allies or trading partners. Thus, the intention of the
grantor is to establish equality in its international dealings with or among
the grantees. Insofar as international trade is concerned, the main effect of
according MFN treatment is the lowering of the grantor'’s import duties on the
grantee’s products. ’

Since World War II, MFN treatment for a large share of world trade has
been accorded among the approximately 90 member countries of the GATT (61
Stat. (pts. 5 and 6)). Among GATT members, this 1948 multilateral agreement
largely replaced the traditional, bilateral "friendship, commerce, and
navigation" (FCN) agreements, that had been the principal means of
establishing MFN treatment. Under article I:1 of the GATT, contracting
parties agree that--

With respect to customs duties and charges of any kind
imposed on or in connection with importation or exportation
or imposed on the international transfer of payments for
imports or exports, and with respect to the method of
levying such duties and charges, and with respect to all
rules and formalities in connection with importation and
exportation, . . . any advantage, favour, privilege or
immunity granted by any contracting party to any product
originating in or destined for any other country shall be
accorded immediately and unconditionally to the like product
originating in or destined for the territories of all other
contracting parties. :

Although Mexico has only recently become a contracting party to the GAIT,
Mexican exports to the United States have received MFN treatment. Even though
a FCN agreement has not been in force with Mexico since a 1943 reciprocal
trade agreement was terminated in 1950 2/ and replaced with various more

1/ It is important to note that the figures given in this section on U.S.
imports from the border region of Mexico were determined by extrapolating
based on data supplied by Direccion General Estadistica, Instituto Nacional de
Estadistica, Geografia e Informatica. Such data included production
statistics for broad categories of products for border and nonborder Mexican
regions. The extrapolation involved contacting appropriate analysts, other
government agencies, e.g., the U.S. Department of Agriculture, as well as
Mexican officials and knowledgeable industry persons. Nevertheless, the
reader is cautioned that even though every effort was made to calculate such
imports, the results remain estimates.

2/ 57 Stat. 833; E.A.S. No. 311.
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specific agreements, Mexico's status as an MFN continued and was congirmed in
the enactment of the TSUS--specifically, by general headnote 3(f) and later by
section 126 of the Trade Act of 1974 (19 U.S.C. 2136). General headnote 3
sets forth the U.S. tariff treatment (although not all pertinent executive
actions 1/) applicable to all countries. It currently enumerates countries
eligible for preferential treatment, including Mexico, for some products under
the GSP, 2/ and countries subject to column 2 duty rates, 3/ and then in
paragraph (f) states that products of all other countries are dutiable at
column 1 general rates. 4/

Thus, unless particular tariff items provide for duty-free entry under
the GSP of eligible articles which are the product of Mexico, Mexican exports
to the United States are assessed column 1 general rates of duty. These duty
rates are also imposed on products of all GATT member countries, where no
preferential tariff treatment is set forth in individual tariff items under
the special rates of duty column. Column 1 general duty treatment is also
granted to other non-GATT members not designated as Communist countries or
areas in general headnote 3(d). The MFN duty rates therefore apply to a very
large share of U.S. imports, making MFN status in effect the broadest
"preferential" tariff program. The rates of duty under column 2 are generally
referred to as statutory rates, since they are for the most part the high
rates of duty included in the Smoot-Hawley Tariff Act of 1930.

' Generalized System of Preferences

Authorized under the GATT, it is a one-way duty elimination granted by
developed countries to designated products of developing countries. As noted
above, GSP was established in title V of the Trade Act of 1974 (19 U.S.C. 2461
et seq.) and renewed with some changes in the Trade and Tariff Act of 1984.

1/ The headnote does not reflect trade embargoes other than that applicable
to Cuba pursuant to Proclamation No. 3447 of Feb. 3, 1962.

2/ The GSP affords nonreciprocal tariff preferences to developing countries
to aid their economic development and to diversify and expand their production
and exports. The U.S. GSP, enacted in title V of the Trade Act of
1974 and renewed in the Trade and Tariff Act of 1984, applies to merchandise
imported on or after Jan. 1, 1976, and before July 4, 1993. It provides
duty-free entry to eligible articles imported directly from designated
beneficiary developing countries.

3/ The rates of duty in col. 2 apply to imported products from those
Communist countries and areas enumerated in general headnote 3(d) of the TSUS.

4/ The rates of duty in col. 1 are MFN rates and are applicable to imported
products from all countries except those Communist countries and areas
enumerated in general headnote 3(d) of the TSUS. The People’s Republic of
China, Hungary, Romania, and Yugoslavia are the only Communist countries
eligible for MFN treatment. However, MFN rates would not apply if
preferential tariff treatment was sought and granted to products of developing
countries under the GSP or the Caribbean Basin Economic Recovery Act (CBERA),
or to products of Israel or of least developed developing countries (LDDC's),
as provided under the special rates of duty column.
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The U.S. GSP program has been administered by a subcommittee of the Trade
Policy Staff Committee and, prior to the 1984 act, followed a reghlar
timetable and course of procedures each year.

Under this system, Mexico was designated as a beneficiary developing

- country (BDC) in 1975, the first year of the program, and has continued as a
designated BDC since then. 1/ TSUS general headnote 3(e)(v)(A) sets forth the
list of independent countries, non independent countries and territories, and
associations of countries (each of the latter treated as one country)
designated as BDC's; subparagraph (B) enumerates those currently treated as
least developed BDC's. In all, over 140 countries and territories and three
associations are now designated as BDC's.

Each year, following the receipt of petitions from foreign governments,
producers, importers, or other interested parties, the GSP subcommittee has
designated articles or classes of articles as eligible for duty-free entry
when imported directly from a BDC and when certain other requirements are
met. Specifically, 35 percent of the imported article’s value (when it is not
wholly the product of a BDC) must be added in a BDC (or in the case of
associations of couniries, more than one BDC), and documents required to
verify origin and the- added value must be submitted to the U.S. Customs
Service along with the entry papers bearing a request--in the form of a
code--for GSP treatment.

Since 1980, the GSP subcommittee has also entertained and granted peti-
tions to remove or "graduate" individual products from GSP benefits, either
entirely or when imported from particular BDC’s, when injury to domestic
interests has been shown. Furthermore, duty-free GSP imports of eligible
articles are restricted annually by country, with the exception of the
enumerated least developed BDC’'s, based on statutory limitations--the so-
called competitive-need criteria. That is, when imports under a designated
TSUS item from one BDC have either reached an announced absolute dollar limit
or exceeded a fixed percentage of total U.S. imports, the BDC's eligibility
under that TSUS item is suspended for at least a year. Thus far, no BDC has
been completely graduated from the GSP based on its improved competitiveness;
rather, any removals have been based on statutory restrictions, such as the
exclusion from GSP of countries joining the European Economic Community.

Under the 1984 act, however, some of the larger BDC's, perhaps including
Mexico, may be graduated entirely or lose eligibility under many TSUS items
because of the act’s more stringent competitive-need controls. Section 504 of
the Trade Act of 1974 (19 U.S.C. 2464) was amended to create a three-tiered
competitive-need standard. 1In other words, the least developed BDC's are no
longer subject to competitive-need limits, more developed BDC's will be
subject to the prior standard (absolute dollar figure, or 50 percent of U.S.
imports), and the most developed BDC's will be graduated from eligibility
under a tariff item when import levels reach the absolute dollar figure, or 25
percent of total U.S. imports. The last two groupings of countries (not yet
announced) must be made based on each BDC's degree of competitiveness as to

1/ See Executive Order No. 11888 of Nov. 24, 1975 (40 F.R. 55276), and

subsequent orders; see also Proclamation No. 5365 of Aug. 30, 1985 (50 F.R.
36220).
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each eligible article, relative to other BDC's. The 1984 act also limits the
President’s authority to grant waivers of the competitive-need limits and
requires the graduation of a BDC from the entire program when its per capita
gross national product exceeds a specified level. These changes would appear
most likely to have an impact on BDC’s such as the Republic of Korea, Taiwan,
. Hong Kong, Brazil, and Mexico, among the principal recipients of GSP benefits
and presently ineligible under many GSP-designated tariff items. As with the
granting of GSP benefits, the impact of graduation (either from more tariff
items or from the GSP program) is not restricted to the U.S.-Mexican border
area.

Since the creation of the program, various products have been excluded
from designation as GSP-eligible articles, either by statute or by action of
the GSP subcommittee. Statutory exclusions include textiles and apparel
subject to textile agreements; watches; import-sensitive electronic and steel
articles; import-sensitive semimanufactured and manufactured glass products;
and most footwear, handbags, luggage, flat goods, work gloves, and leather
wearing apparel; as well as any other articles determined by the President to
be import sensitive. The latter has included many labor-intensive products
and various agricultural articles, among others. The degree of sensitivity
attributed to such preducts has been linked to U.S. production, employment,
and import patterns; to potential alternative products for a firm, industry,
or area; and to changes in foreign production levels and capacity. Thus, a
product may be excluded from GSP designation, or one or more BDC’'s excluded
from GSP benefits therefor, despite the fact that it may be a significant or
potential export of the BDC's.

Unlike the extension of MFN benefits, which is an across-the-board
privilege for all the grantee’s exports, it would be possible to alter the
present level of GSP benefits to assist Mexico. This could be accomplished by
granting eligibility to additional articles produced in Mexico or extending
waivers of the competitive-need limits for additional products. 1In practice,
such changes seem likely only if they could be accomplished without great harm
to U.S. interests, with consideration of possible imports from both Mexico and
other BDC's. From a U.S. standpoint, GSP eligibility for a country, or for
any product, has a potentially nationwide impact, so the effects of increasing
Mexico’s level of benefits would not be limited to the border region.

Economic overview.--The GSP program does provide some benefits to
Mexico. By providing duty-free treatment for many products exported to the
United States, the total duties forgone as a result of GSP imports from Mexico
are estimated to have amounted to $300.2 million for the period 1976-85. 1/
Nevertheless, GSP benefits to Mexico have been limited, in part, because of
the inherent criteria of the GSP. Some products are excluded from GSP
designation despite the fact that they may be a significant or potentially

1/ Generally total duties foregone closely approximates the benefits
exporters receive from a reduction in import duties.
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significant export. 1/ For instance, although the dollar value of Mexican
exports to the United States ($1.2 billion in 1985) would indicate that Mexico
is a major beneficiary of the GSP program, merchandise valued at $1.2 billion
entered duty free in 1985, these imports constituted only 6.6 percent of total
Mexican exports to the United States. U.S. imports from Mexico are the
smallest among all beneficiaries of the U.S. GSP program because petroleunm,
which dominates Mexico’s exports, is not GSP eligible.

Nonetheless, GSP imports from Mexico have increased significantly. Total
GSP imports increased from an estimated $346.5 million in 1976 to $1.2 billion
in 1985 and are expected to continue to increase to $1.6 billion in 1990.
Total imports have increased from an estimated $5.6 billion in 1976 to $18.4
billion in 1985 and are expected to reach $29.5 billion in 1990. Principal
sectors in Mexico that use GSP are chemical and related products; machinery
and equipment; agriculture, fisheries and forest products; and textiles and
apparel. In 1985, GSP imports from all these sectors combined amounted to
56 percent of total GSP imports from Mexico.

For some sectors, factors that have encouraged border development have
succeeded in causing many companies to open plants there. These principally
are machinery and equipment and textile and apparel operations. For the other
sectors, U.S. imports from the Mexican border region were not significant. ’

Imports from Mexico under the Generalized System of Preferences.--Total
U.S. imports from Mexico increased from an estimated $5.6 billion in 1976 to
$18.4 billion in 1985 for an average annual rate of increase of 2 percent
(table 13). U.S. imports from Mexico under the GSP increased at an average
annual rate of 15 percent per year, or from an estimated $346.5 million in
1976 to $1.2 billion in 1985. 2/ As a percent of the total, imports under the
GSP averaged 6 percent over the period. Imports from the border region
represented 30 percent of total imports and 37 percent of imports under the
GSP during the time period.

The single largest sectoral group of products imported from Mexico was
chemicals and related products, mostly petroleum products. In Mexico, the
largest petroleum exporting areas are in the interior. Other chemical
processing facilities also tend to be located in the interior.

Total U.S. imports of products in the chemicals sector increased from an
estimated $1.1 billion in 1976 to $8.3 billion in 1985 at an average annual
rate of 25 percent (table 14). Imports under the GSP increased from an
estimated $31.3 million in 1976 to $294.0 million in 1985 for an average
annual rate of 28 percent. Such imports under the GSP accounted for an

1/ For another extensive discussion of GSP and Mexican benefits, see Sidney
Weintraub, Free Trade Between Mexico and the United States, Brookings
Institution, 1984, pp. 95-128.

2/ Caution must be used in interpreting these trends. GSP-eligible exports
even without GSP treatment may inherently grow at a faster rate than the
average for all imports. A statistical analysis is necessary to determine if
and to what extent that growth rate was higher because of GSP treatment. A
similar analysis is required for noneligible exports, i.e., to what extent was
their growth rate lower because they did not receive benefits?
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average of 2 percent of total imports during the period. Imports from the
border region of Mexico accounted for about 5 percent of both total imports
and imports under the GSP.

The next largest sectoral group of products imported from Mexico during

- 1976-85 was machinery and equipment. 1/ Total imports of this group of
products increased by an average annual rate of 21 percent, from an estimated
$974.5 million in 1976 to $5.4 billion in 1985 (table 15). Such imports
entered under the GSP, on average, accounted for 5 percent of total imports
and increased by an average annual rate of 12 percent, from an estimated $69.7
million in 1976 to $192.8 million in 1985. On average, U.S. imports of these
products from the border region of Mexico accounted for 90 percent of total
imports and GSP imports of these products during 1976-85.

Another important group of products with respect to GSP imports from
Mexico is agricultural, fisheries, and forest products. Total U.S. imports
from Mexico increased from an estimated $1.4 billion in 1976 to $2.1 billion
in 1985, or by an average annual rate of 5 percent (table 16). U.S. imports
from Mexico entered under the GSP at an average annual rate of 7 percent, from
$103.3 million in 1976 to $200.9 million in 1985. Such imports, on average,
accounted for 9 percent of total imports during the period. Most of the
agriculturally productive land, prime fishing centers and forest product
development areas that would be a source of imports are not located along the
border. However, there are some products produced along the border that are
trade sensitive such as winter fresh vegetables. About 17 percent of the
total U.S. imports of this sector originate in the border area; for GSP
imports, the percentage is also around 17 percent.

The final group of products is textiles and apparel. Total imports of
these products increased from an estimated $225.7 million in 1976 to $412.7
million in 1985, or by an average annual rate of 9 percent (table 17).

Imports under GSP increased from an estimated $20.7 million in 1976 to $24.1
million in 1978 before dropping significantly to $6.4 million in 1979. During
1980-85, such imports increased irregularly at an overall average annual rate
of 2 percent to $7.2 million in 1985. On average during 1976-85, imports
under GSP accounted for 4 percent of total imports.

The border region in Mexico is a very important location for many
producers of textiles and apparel that export to the United States. During
1976-85, an average of 71 percent of total imports and 80 percent of GSP
imports of these products originated in maquiladoras along the border. Such
imports play an important part in developments along the U.S.-Mexican border.

Total U.S. imports from Mexico of all other products increased from an
estimated $711.0 million in 1976 to $2.2 billion in 1985 (table 18). Such
imports under the GSP increased from $128.6 million in 1976 to $542.1 million
in 1985. :

1/ Most of the products included in this sector are made in maquiladoras
located along the U.S. Mexican border. For a discussion of the importance of
maquiladoras border development, see chapter on maquiladoras.
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Mexican benefits derived from the Generalized System of Preferences.--The
GSP program may have encouraged the industrial developmemt of certain sectors
in Mexico. Other factors, however, may have lessened the benefits to Mexico.

Many of the products for which Mexico has a comparative advantage are not
eligible for GSP treatment. The most significant examples are certain
textiles and apparel and petroleum products. Although labor-intensive garment
production would suggest a Mexican comparative advantage in textiles and
apparel, these articles are not GSP eligible because of their regulation by
the Multifiber Arrangement. 1/ Petroleum products are not designated GSP
eligible articles. :

In addition to nondesignated items and articles that are regulated by a
specific agreement and many items are suspended from eligibility for duty-free
treatment under the GSP because Mexico has exceeded the competitive-need
limits. Important examples include certain fresh vegetables, ceramics, glass
products, and electronic products. The ineligibility of these products for
duty-free treatment under the GSP exemplifies an inherent characteristic of
the GSP program that limits its longrun use. That is, when an industry in
Mexico begins to develop, it can use the GSP provisions (assuming the product
is not otherwise restricted); but if that industry becomes successful and is
able to export to the United States in quantities such that the
competitive-need limits are exceeded, Mexico (like other developing countries)
is removed from eligibility for those products.

Another provision of the GSP program that has a limiting effect requires
that the value added in Mexico be at least 35 percent in order to receive GSP
treatment. In many cases, the value added is less than 35 percent when
Mexican facilities are used by multinational corporations for final assembly
operations, accounting for a relatively small percent of the value of a
product.

The total duties foregone under the GSP program closely approximate the
benefits that exporters receive from a reduction in import duties. The total
duties foregone as a result of GSP imports are estimated to have increased
irregularly from $23.3 million in 1976 to $47.4 million in 1985, at an average
annual rate of 8 percent.

Border industry developments associated with the Generalized System of
Preferences.--Generally, the GSP cannot be associated with any particular
region of Mexico. Because the GSP program is not sector specific, the
benefits of the program can be derived by producers or exporters throughout
Mexico.

However, some products produced on the border do receive GSP treatment.
The group of products with the largest volume of imports under the GSP that is
concentrated along the United States-Mexico border is machinery and
equipment. These products, produced mostly in maquiladoras, use GSP
provisions, if possible, when exporting their products to the United

1/ See section on Multifiber Arrangement.
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States. 1/ Other than machinery and equipment, there is no significant
manufacturing sector of the Mexican economy that is located along the border
and that extensively uses GSP provisions.

Projection of U.S. imports from Mexico under the Generalized System of
Preferences.--If imports from Mexico continue to grow at post rates, total
imports from Mexico under the GSP are projected to increase at an average
annual rate of 8 percent from $1.2 billion in 1986 to $1.6 billion in 1990.
2/ Total imports are projected to increase from $21.5 billion in 1986 to
$29.7 billion in 1990. Thus, imports under GSP would continue to account for
6 percent of the total. Imports from the border would average 34 percent for
GSP imports and 35 percent for total imports.

Chemicals and related products will continue to be the largest category
of GSP imports. Such imports under the GSP would increase from $287.8 million
in 1986 to $427.5 million in 1990, at an average annual rate of 10 percent.
Total imports would increase at a slightly slower rate of 8 percent. As a
share of total imports, GSP imports will account for 3 percent. Imports from
the border region will continue to account for 5 percent of GSP and total
imports.

U.S. imports of machinery and equipment from Mexico under the GSP surpass
GSP imports of agricultural products during 1986-90. These imports of
machinery and equipment will increase at an average annual rate of 6 percent
from $208.9 million in 1986 to $267.7 million in 1990. Total imports of
~ machinery and equipment will increase by an average of 12 percent per year
from $5.7 billion in 1986 to $9.0 billion in 1990. On average, GSP imports of
these products will account for 3 percent of total imports. Imports from the
border zone will continue to account for 90 percent of GSP and the total
imports of these products from Mexico during the period.

U.S. imports from Mexico under the GSP of agriculture, fisheries, and
forest products will increase at an average annual rate of 4 percent during
1986-90 from $195.3 million in 1986 to $228.1 million in 1990. Total imports
from Mexico of these products will increase at a slightly slower rate of
3 percent per year from $2.1 billion in 1986 to $2.5 billion in 1990. On
average, GSP imports will account for 9 percent of total imports during
1986-90. Imports from the border region will account for 17 percent of GSP
and total imports of these products.

U.S. imports of textiles and apparel under the GSP will increase from
$7.7 million in 1986 to $9.0 million in 1990, or by an average of 10 percent
per year. Total imports of these products will increase by 4 percent per year
from $441.1 million in 1986 to $576.1 million in 1990. On average, imports

1/ Laura R. Randall, "Mexican Development and Its Effects upon United States
Trade," in Mexico and the United States, Robert H. McBride, ed. 1981,
pp. 50-76.

1/ Projected using ordinary least square on 1978-85 data to calculate a
regression line with the year as the independent variable and the level of GSP
imports as the dependent variable. This technique simply projects past growth
rates into the future. The following discussion is only relevant if there are
no large changes in relative product prices.
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under GSP will account for 2 percent of total imports during the period.
Imports from the border zone will account for 70 percent of GSP imports and 71
percent of total imports of these products during the period.

. Foreign trade zones

FTZ's, 1/ or free-trade zones as they are often described, have been
permitted in the United States since the enactment of the Foreign-Trade Zones
Act of 1934 (19 U.S.C. 8la et seq.). U.S. FTZ is a relatively small,
enclosed, isolated area located in or near a customs port of entry, often
comprising only a few buildings or even part of a single structure. The FIZ's
are considered to be outside the customs territory of the United States; and
goods may be brought into the FTZ, returned to the country of origin, or
exported to third countries without payment of U.S. customs duties or taxes.
Once within the zone, foreign articles may be stored, manufactured, processed,
combined with U.S. components, shown, or otherwise manipulated in accordance
with the operating grant given by the Foreign-Trade Zones Board. They may be
brought into the U.S. customs territory with the option of being declared
"privileged" or "nonprivileged" merchandise, to obtain lower U.S. customs duty
treatment, depending on their condition as imported, any changes while in the
FTZ, and the pertinent tariff provisions. 2/

Since the FTZ's must be situated in or adjacent to a customs port of
entry, and since they are strictly regulated by the Board and the U.S. Customs
Service in accordance with current statutes, a proposed FTZ would not be
permitted to cover a very large area. Further, no ordinary commercial
activity or residences are allowed to be in the zone, and all merchandise or
components therein must be carefully documented. Whereas general purpose
zones may encompass several structures with different users, FTZ’'s for
manufacturing or most assembly--called special-purpose subzones--are limited
to a single operation and user. The FTZ’'s must be provided with certain
utilities and other facilities, and at all times are subject to customs
inspection and audit.

1/ The FTZ's are frequently confused with free-trade areas, such as that
between the United States and Israel, but they differ significantly. For
purposes of U.S. law, a free-trade area with this country must include the
entire customs territory of the United States (as well as the entire area of
the other country, for practical reasons of reciprocity). This requirement
derives from two provisions of the U.S. Constitution. The first is the
so-called port preference clause of the Constitution, which reads as follows:
"No Preference shall be given by any Regulation of Commerce or Revenue to the
Ports of one State over those of another: nor shall Vessels bound to, or
from, one State, be obliged to enter, clear, or pay Duties in another."

(Art. I, sec, 9, par. 6). The second is the uniformity clause of article I,
section 8, paragraph 1, which provides that "all Duties, Imposts and Excises
shall be uniform throughout the United States."

2/ See the Commission's Report to the Committee on Ways and Means in
Investigation No. 332-165, The Implication of Foreign-Trade Zones for U.S.
Industries and for Competitive Conditions Between U.S. and Foreign Firms,
(Investigation No. 332-165), USITC Publication 1496, February 1984, pp. 15-19.




69

As a result, no city or section of a city can be an FTZ. Similarly,
under present law no FTZ could be permitted that comprised a strip extending
the length of the border, since such a zone could not be administered in
accordance with the terms of the Foreign-Trade Zones Act. A "border FTZ"'
might also be challenged by the 46 nonborder States as violating the port
- preference clause, as noted above. In addition, when an application for an
FTZ is made, domestic interests that might be adversely affected by the zone
or its proposed activities can oppose the grant, perhaps causing a denial of
the zone request or restriction of its activities (such as prohibiting
manufacturing or requiring its production be exported to third countries).
Finally, the FTZ Board has often been criticized for having an arguably
"pro-zone" bias, at the expense of U.S. industries; the FTZ program may
therefore be subject to greater scrutiny in the future.

However, on the positive side, several FTZ's are already located at the
U.S.-Mexican border customs ports of entry, including at McAllen, El Paso,
Brownsville, Laredo, Del Rio, and Eagle Pass, all in Texas. These zones have
the advantage of proximity to the border, with a reduction in shipping costs
for any user importing from Mexico, though Mexican products are shipped to
FTZ's across the United States. Because of the potential for duty reduction
through the manipulation of merchandise and for delay in the payment of
duties, the FTZ's offer great flexibility for their users. For example, when
assembly of components occurs in an FTZ, the zone user can decide (depending
on the duty rates potentially applicable) to enter articles into the U.S.
customs territory either as such components or as the finished product, to
obtain the lower duty rate. Thus far, however, the FTZ’s have generally not
been viewed as playing a significant role in U.S. trade, and zone operations
appear to have focused on storage and distribution rather than manufacturing.
Their chief impact has more frequently been confined to the user industries
and local areas.

Economic overview.--The FTZ program differs from other programs discussed
in this report because it involves a variety of mechanisms for facilitating
international trade and is not just a tariff or quota program. FTIZ's are
either general-purpose zones or special-purpose zones (subzones). The former
serve many firms and are often located in or near industrial parks, frequently
near international airports. The latter serve a single firm and encompass
that firm's plant or part of its plant which has been designated as a
subzone. The subzone, as its name implies, is sponsored by a general-purpose
zone. Subzones are established at manufacturing facilities primarily to take
advantage of inverted tariff situations that will be explained below. Both
types of zones are areas physically located within the United States, but for
customs purposes are considered to be outside the customs territory of the
United States. All of the border FTZ's are general-purpose zones, and none
has sponsored a subzone. Although some light assembly occurs, virtually none
of the manufacturing in border FTZ’'s is done to take advantage of inverted
tariff situations. 1In an earlier report on FTZ's, the Commission noted the
benefits of FTZ’s as follows: 1/

1/ The Implications of Foreign-Trade Zones for U.S. Industries and for
Competitive Conditions Between U.S. and Foreign Firms (Investigation No.
332-165), USITC Publication 1496, February 1984, pp. 21 and 22.
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In an effort to compete, firms have looked increasingly at
the benefits resulting from operating in an FTZ. There
are many advantages associated with zone usage, and firms
may opt for zone operation for one or more reasons,
depending on their individual needs. In addition to the
benefits associated with traditional operations such as
warehousing, labeling, packaging, inspection, and sorting,
other important benefits derived from FTZ usage are listed
below.

(1) The ability to take maximum advantage of inverted
tariffs: Perhaps the most important benefit for those
firms involved in manufacturing in FTZ's is that they may
take maximum advantage of so-called inverted, or upside
down, tariff rates. As a consequence, manufacturing has
become the single most important aspect of zone activity,
accounting for more than 60 percent of the total annual
value of merchandise shipped from FTZ’s in recent years.
Inverted tariffs (as applied to nonprivileged foreign
merchandise) allow the importer to reduce tariff liability
by manufacturing or assembling components or raw materials
subject to higher rates of duty into a finished product
with a lower rate of duty. Although manufacturing occurs
in both general-purpose zones and subzones, it is conducted
largely in subzones utilized by a single firm, frequently a
large multinational company.

(2) Duty deferral: Since duty is not collected on
merchandise when admitted into a zone, but only at the time
of importation into the U.S. customs territory, the
deferral of duty payment can provide cash flow advantages
to a company that ultimately sells its product in the U.S.
market. Duty deferral is utilized by firms active in both
general-purpose zones and subzones, but principally those
in the former. '

(3) Quota avoidance: An FTZ user can avoid quota
restrictions in several ways; e.g., quota-restricted
merchandise may be admitted into an FTZ, manufactured into
another product not so restricted, and then enter into the
U.S. customs territory.

(4) Duty avoidance: Since duty is collected only on goods
that enter the U.S. customs territory, foreign merchandise,
which would be dutiable if imported into the United

States, such as fuel, can be consumed in an FTZ and never
be placed in dutiable status. Similarly, merchandise
admitted into an FTZ that does not meet importer
specifications can be destroyed within the zone without
payment of duty.
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(5) Establishment of country of origin: Products
manufactured in FTZ's entirely of foreign components can
be exported bearing a "Made in USA" label. 1In addition,
components from Communist countries which would otherwise
be assessed column 2 rates of duty on entry into the U.S.
can be manufactured into articles in an FTZ and entered
under lower column 1 duty rates.

(6) Elimination of costs related to use of a bonded
warehouse: The warehousing of merchandise in a bonded
warehouse requires the posting of a bond by the importer,’
and such merchandise can be stored for only 5 years. By
contrast, an FTZ user may enter merchandise into a Zone
without posting a bond and may store it there for an
unlimited amount of time. :

(7) Avoidance of drawback procedures: Under drawback
procedures applicable to non-FTZ related exportation of a
domestic product, a manufacturer may receive a refund of
99 percent of the duty paid on any imported component
incorporated into that product. Use of the drawback
mechanism may entail large initial expenditures in duties,
substantial paper work, and significant delay between the
initial expenditure and the refund. The use of an FTZ
avoids these expenditures and delays.

Given the many potential benefits FTZ's offer, communities throughout the
United States that are eligible under the law have sought to establish a zone
in order to improve the economic development package that they offer to firms
looking for a place to locate or relocate a facility. The presence of twin
plant or maquiladora operations along the Mexican border has enhanced the
possibilities of taking advantage of many of the zone benefits, and El Paso
has pointed out in its annual report the location of such twin plants as an
incentive for drawing future tenants to occupy its FTZ. Most of the current
border FTZ's and the known potential FTZ's are located near large
concentrations of twin plants, suggesting considerable potential for increased
utilization of zone benefits. 1/

There are nine FTZ's located in the border region. McAllen, TX, is by
far the most active of these zones. El Paso and Brownsville, TX, are also
active. Laredo, TX, and Nogales, AZ, are reportedly becoming active. Pima
County, AZ, is not active. Three other Texas border zones are not active:
Starr County, Eagle Pass, and Del Rio. 2/

Merchandise handled (the total received and forwarded) by U.S.-Mexican
border FTZ's increased from $10 million in 1976 to $1.3 billion in 1984. 3/
McAllen, TX, accounted for the great bulk of this activity, although El Paso

1/ For a more extensive discussion, see the chapter on maquiladoras.

2/ Generally, the official name of the FTZ refers to the sponsoring public
entity.

3/ The most recent year for which data are available from the Foreign-Trade
Zones Board is 1984. Some of these data have not been published.
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and, to a lesser extent, Brownsville experienced rapid rates of increase in
activity in 1983 and 1984. Much of the merchandise received at McAllen was
subsequently forwarded to Mexico, generally Reynosa, for processing in twin
plant facilities before returning to the zone for export or entry into the
United States. The benefits of TSUS item 806.30 and 807.00 were often
-utilized in conjunction with these movements of merchandise. By far the
leading commodity of foreign origin entering the zones was television
components, followed by electric motors and various electronic devices and
parts. In recent years, Mexico has been the leading source country.

The rapid growth of merchandise handled following activation of the El
Paso zone, the potential for sustained growth at other zones (especially those
near large concentrations of twin plants), and two proposed zones in N
California with substained growth potential make projections of future growth
in the amount of merchandise handled by border zones problematic. It is
believed, however, that growth will be significant.

The number of firms utilizing border zone facilities on a full-time basis
increased from 12 in 1980 to at least 51 in 1984. The total number of firms
served increased from 60 to 158 during the period. The number of workers
employed at least part of the time in border FTZ's increased from 700 in 1980
to 941 in 1984. 1/ 1In addition, the operators of each zone believe that each
job in the zone leads to the creation of more jobs and economic activity in
the local community. 2/ ’

Imports from Mexico under foreign-trade zones.--Official public data on
U.S. imports from Mexico that entered the customs territory of the United
States through U.S. FTZ's are available only for 1980-81 and January-June
1982. 1In order to avoid public disclosure of business confidential
information from individual firms and because of difficulties in gathering
data, the Bureau of the Census no longer gathers such data. 3/ In addition,
the data cover all entries from Mexico and not just those entering from zones
in the border region. It is believed however, that most of these imports
entered through the zones along the border, chiefly through McAllen, TX. The
other border zones either did not exist or were not very active at the time.

These official data understate U.S. imports from Mexico entering the
United States through zones because entries under the provisions of TSUS items
806.30 and 807.00 as well as those entering under the GSP are excluded by the
census in order to avoid double counting. However, a field interview revealed
that much of the zone activity conducted through McAllen revolved around
twin-plant activities located mainly in Reynosa, Mexico, whereby goods
returned to the zone in McAllen entered under TSUS items 806.30 or 807.00 so
that duty would be paid only on the value added in Mexico. It appears that
the E1 Paso zone is also developing twin plant ties and other zones, as well

1/ Brownsville did not report any employment data.

2/ From field interviews and public hearings conducted in connection with
The Implications of Foreign Trade Zones, USITC Publication 1496, (Investigation
No. 332-165).

3/ A census official noted that some merchandise was shipped between zones
resulting in double counting, and that some merchandise entering the country

consisted solely of materials originating in the United States rather than
foreign materials.
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as some future zones, have strong potential to foster twin plant
relationships. Thus, a more accurate sense of the value of FTZ's emerges when
they are viewed as an adjunct to other economic development programs conducted
by the governments and local communities in the United States and Mexico. -

The border FTZ facilitates and supports trade and economic growth through
a variety of programs. It is often located within or near an industrial park
and near an international airport. It often serves as a staging area for
collecting goods, establishing inventory control, sorting, inspecting, and
warehousing both prior to shipment to Mexico and upon return to the United
States prior to export or entry into U.S. customs territory.

Table 19 shows the available official data regarding U.S. imports for
consumption through FTZ’'s from both Mexico and all sources during 1980-81 and
January-June 1982. During the three periods, Mexico accounted for less than
one percent of U.S. imports from FTZ's. Total imports amounted to
$1.0 billion in 1980, $852.4 million in 1982, and $369.9 million during
January-June 1982. For the corresponding periods, Mexico accounted for
imports of only $4.7 million, $2.9 million, and $2.2 million.

The dominant share of total U.S. imports from FTZ’s consisted of crude
petroleum (shale o0il), fuel oils, jet fuels, and parts or components for
automobiles, trucks, and motorcycles. The principal sources were Indonesia,
Brunei, Malaysia, Japan, and West Germany. The principal products imported
from Mexico through FTZ's were certain parts- for televisions, electronic
signaling devices, electronic tubes, motor-vehicle bodies, certain parts of
motor vehicles, gold, and nonalcoholic beverages, not specially provided for.

In addition to the limited amount of official import data noted above,
the Foreign-Trade Zones Board collects data on movements of merchandise into
and out of FTZ's. Despite the limitations of these data, they are the most
complete statistics available on economic activity in FTZ's along the United
States-Mexico border. 1/ Until 1981, the FTZ at McAllen, TX, was the only
active zone in the border region. In that year, the Brownsville, TX, zone
became active, and, in 1982, El1 Paso, TX, became active.

1/ The data reported to the Foreign-Trade Zones Board have the following
problems. Double counting occurs because of the way zones are used along the
border. For example, parts may arrive from a foreign source or from the
United States and be counted as received at the zone. Then the parts are
forwarded to Mexico for assembly. The assembled product may be brought back
to the zone and be counted as received again before being counted as forwarded
again when sent to the United States or exported. This phenomenon may result
in the same merchandise being reported as entering a zone from more than one
country. In addition, it is known that merchandise from some zones are
shipped between zones, resulting in that merchandise being recorded in each
zone. Because of the way data is reported to the Board, it is difficult to
ascertain the country of origin of specific products.

Despite the above limitations, these data are presented because these
zones are located in the border region. Merchandise passing through them may
under certain circumstances generate jobs and stimulate commercial and
industrial economic activity in the border area. This would be true even when
the flow of merchandise into and out of a zone does not cross the border into
Mexico because of the jobs and economic activity created on the U.S. side of
the border.
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U.S. imports for

consumption from foreign-trade zones, total and from Mexico, by product groups,

1980-81 and January-June 1982 1/ 2/

January-June

Item 1980 1981 1982
Animal and vegetable products:
Mexico..... @ttt een e $471 $103,067 $1,084,359
Total.....iiiiiiiiniinnninennnnnes 13,162,667 16,515,310 12,994,446
Wood and paper; printed material.. :
Mexico......covvvivunn.. feeseeeae e - 3,871 -
Total....iiiiiiiinnnnnenoononnnnans 620,210 845,988 889,492
Textile fibers and textile
products:
Mexico.....iiiiiiiiiiiiiinnnnnnnnns 67,843 59,830 -
Total. .. .viiiiiinineeennnneenans 11,716,364 9,756,175 7,132,984
Chemicals and related products:
Mexico......ooiiiiniiiiiininininnn - 30,468 33,800
Total. ... iiiiiiiiiiiiinnennnnnns 420,485,971 323,586,808 156,690,189
Nonmetallic minerals and
products:
Mexico.......oiviiiiiiiiiiiiiinnne, 49,625 51,551 -
Total.......ciiiiiiiiiiiiiinnnnnnns 5,274,937 5,371,631 1,492,373
Metals and metal products:
Mexico......oviiiiiiiiiiiiiininnns - 4,442,550 2,565,311 1,076,924
Total......oiiiiiiiniineronsanannns 554,739,675 464,234,303 176,662,874
Specified, miscellaneous, and
nonenumerated products:
Mexico.......oiiiiiiiiiiiiiiinnnnes 172,483 82,408 43,771
Total.....oiviiiiiniinnrnnnnnnnans 17,555,155 27,294,624 13,105,546
Special classification provision
(duty-free products):
Mexico.......ooviiiiiiiiiiiiiinnens - - -
Total.......oitiiiiinneniennencnnns 2,827,802 4,779,993 887,018
Total of all schedules:
Mexico.......oiiiiiiiiiiiiiiiiina, 4,732,972 2,896,506 2,238,854
Total.....oiiiiiinniiineennnannnans 1,026,382,791 852,384,842 369,854,922

1/ Data are on a calendar-year basis.

807.00 or imports entered under the Generalized System of Preferences.
were not reported by the U.S. Bureau of the Census.

Data for 1980, 1981, and January-June 1982
are understated in that they do not include imports under TSUS items 806.30 and

These data

2/ Official public data on U.S. imports from Mexico that entered the customs
territory of the United States through U.S. FTZ's are available only for 1980-81

and January-June 1982,

In order to avoid public disclosure of business

confidential information from individual firms and because of difficulties in

gathering data, the Bureau of the Census no longer gathers such data.

Note.--Because of rounding, figures may not add to the totals shown.

Source:

Compiled from official statistics of the U.S. Department of Commerce.
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The total value of merchandise received in FTZ's from foreign and
domestic sources and subsequently forwarded from FTZ's to foreign or domestic
markets equals the value of merchandise handled in FTZ's. Table 20 shows
these data for 1976-84 for FTZ's in the border region. 1/ Data for 1976-80
represent only McAllen, TX, because it was the one active border zone.
Merchandise handled increased from $10 million in 1976 to $1,135 million in
1982. Such merchandise then decreased to $1,090 million in 1983 before
increasing to $1,320 million in 1984. The board data show that by far the
most important merchandise of foreign origin entering zones was television
parts, followed by various electronic motors, devices, and parts. In 1983 and
1984, Mexico was the leading country of origin of commodities. Prior to that
it was Japan, usually followed by Taiwan and then Mexico.

Mexican benefits derived from foreign-trade zones.--As noted earlier, the
benefits derived from the FTZ program in the border region with Mexico usually
are derived in conjunction with other programs, particularly the twin plant
program and the use of TSUS items 806.30 and 807.00. Thus, no data exist on
the value of production and income generated, employment created, or tariff
payments foregone solely because of FTZ programs. A single example may
illustrate this point. It is publically known that one of the most active
zone users of the McAllen FTZ is Zenith Electronics Corp. This company
permanently occupies a building in the zone and has facilities in Reynosa,
Mexico, adjacent to McAllen, where it assembles telev151on set components and
employs about 10,000 workers. Obviously, this facility would continue to
assemble without the McAllen zone, but the zone’s existence greatly
facilitates customs procedures and offers all the other zone benefits. These
benefits, however, are not central to the decision to locate television -
assembly component operations in the border area.. They merely provide an
additional benefit. Thus, only a small fraction of the production, income,
and employment generated at the Zenith facilities in ‘Reynosa can be attributed
to the FTZ program.

Border industry developments associated with foreign-trade zones.--Three
zones located in McAllen, Brownsville, and El Paso, TX; are currently active.
Zones in Nogales, AZ, and Laredo, TX, are reportedly becoming active. Four
zones in the border area located in Pima County, AZ, and Starr County, Eagle
Pass, and Del Rio, TX, are not now active. Information on FTZ's located in
the border area is shown in table 21. In addition, an-official at the
Foreign-Trade Zones Board indicated that San Diego is considering an
application for Otay Mesa across the border from Tijuana, and there may be an
application within a year or two for the El Centro- -Imperial Valley area across
the border from Mexicali.

Tables 22-24 show the merchandise-handled data by each of the three
active zones in the border area. McAllen, TX, taccounted for most of the
merchandise handled during 1976-84. Although much smaller in absolute
amounts, both Brownsville and especially El Paso experienced very rapid rates
of growth in 1984, S

In recent years, most of the merchandise entering the McAllen zone from
foreign sources has been television parts. Electric motors and various
electronic devices were the other notable articles of foreign origin, although

1/ 1984 is the most recent year for which data from the Board are available.
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Table 23.--Merchandise handled in FTZ No. 62, Brownsville, TX: WMerchandise
received and shipped 1981 84 1/

(In thousands of dollars)

Item 1981 2/ ° 1982 1983 ° 1984
Received: . :
From U.S. Customs territory 3/...... ERR 4 858 -
From foreign countries............ . 1,176 685 3,374 3,016
Total...... e e e 1,176 - 690 4,232 3,016
Forwarded: ' " ‘
To U.S. Custom territory............ - 37 847 1,974
To foreign countries................ - - 1,362 617 4,055
Total...oovveeninneereeennnnnnines - 1,399 1,464 6,029
Grand total........{ ............. 1, 176 2,089 5,696 9,045

1/ Data are on the basis of fiscal year ‘ended Sept. 30. :

2/ Grant received Oct. 20, 1980. Zone activated mid-September 1981.

3/ May include merchandise from foreign countries that did not directly enter
the FTZ.

Note.--Because of rounding, figures may not add to the totals shown.
Source: Foreign-Trade Zones Board.
Table 24. --Merchandise ‘handled in FTZ No. 68, El Paso, TX: Merchandise
: ‘ recerved and forwarded '1982-84-1/

(In thousands of dollars)

Item - - ‘ 1982 2/ 1983 1984
Received: e ' - o
From U.S. Customs territory 3/......... - 1,662 7,633
From foreign countries................. ‘1,344 10,890 39,590
Total....viiiiiiineneroeenenenennens 1,344 12,552 47,223
Forwarded: - - i
To U.S. Custom territory........... i 9 1,531 8,815
To foreign countries................... ‘510 © 9,831 36,797
0] o7 519 11,363 45,612

Grand total...........oovvernaennnns .. 1,864 23,914 92,835

1/ Data are on the basis of a fiscal year ended Sept. 30.

2/ Grant received Apr. 14, 1981. Operations began in temporary facilities in
July 1982. S

3/ May include merchandise from foreign countries which did not directly enter
the FTZ.

Note.--Because of rounding, figures may not add to the totals shown.

Source: Foreign-Trade Zones Board.
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much smaller in volume. In recent years, Japan had been the principal source
of merchandise entering the McAllen zone until it was replaced by Mexico in
1983 and 1984. 1In the earlier years, Taiwan generally was the second leading
source followed by Mexico. In the later years, Japan dropped to second and
Taiwan third. Unfortunately, the Foreign-Trade Zones Board data do not show
- the country of origin by commodity.

Brownsville did not have any clear pattern of principal commodities of
foreign origin. 1In 1983, Mexico supplied a large share of the merchandise
received in the zone, much of which is believed to have been bauxite. In its
annual report, officials at Brownsville state they are expecting electronics
and aviation-related firms to utilize their zone in the future.

The E1 Paso zone was also clearly a major handler of television parts of
foreign origin in 1983 and 1984. Electronic parts were also important during
those years. The major countries of origin for the El Paso zone were fairly
evenly divided among Mexico, Singapore, and Japan, followed by the United
States and Taiwan. In 1982, electronic equipment and toys accounted for most
of the commodities of foreign origin. Mexico was the major country of origin,
followed by Hong Kong and Singapore. Of the four firms served by the zone on
a full-time basis in 1983 and 1984, two were twin-plant users and two were
customs brokers offering warehousing and freight forwarding.

Table 25 gives the available data on the number of firms using each of
the active zones and the number of workers employed. McAllen accounted for
the great bulk in both categories.

Projection of U.S. imports from Mexico associated with foreign-trade
zones. --As noted earlier, the FTZ program serves a supporting role to other
economic development programs promoted by the area in which the zone is
located. The volume of merchandise passing through zones is dependent, in
part, on the success of other programs such as 806.30 and 807.00. 1In
addition, FTZ'’s are intended to be flexible vehicles able to respond to the
varying needs of commerce at the moment. Rapid growth experienced by El Paso
and Brownsville in 1983 and 1984 in conjunction with the rapid growth of
McAllen in earlier years underline the dynamic nature of the program.
Finally, with so many other zones recently added to the program not yet active
and with several possible new zones being established within a few years in
California, many of which are located across from municipalities with active
twin-plant operations, it is not possible to project U.S. import values or
volumes associated with the FTZ programs for the 1986-90 period.

Tariff treatment of U.S. components (TSUS items 806.30 and 807.00)

TSUS items 806.30 and 807.00 are of importance in United States-Mexico
trade because they exclude from U.S. customs duties the portion of the
imported article’s value that is of U.S. origin. Under item 806.30, articles
of metal (except precious metal) that were manufactured or subjected to a
manufacturing process in the United States, were exported for processing, and
then were imported into the United States for further processing are dutied
only on the value of the foreign processing. Under item 807.00, articles
assembled abroad, using fabricated components manufactured in the United



Table 25.--Active border foreign-trade zones:

Number of firms served and
number of employees, 1980-84

Item 1980 1981 1982 - 1983 1984
McAllen:
Number of firms served:
Part-time................ 60 105 105 138 140
Full-time................ 12 17 17 51 47
Number of employees: :
Up tO. ittt it iiennnns 700 700 700 900 910
Full-time................ 650 1/ 1/ 1/ 1/
Brownsville:
Number of firms served:
Part-time....... Cevennons 0 1 1 2 4
Full-time................ 0 1l }v4 1/ 1/
Number of employees:
Up to...iviiiiiiienennn 0 1/ 1/ 1/ 1/
Full-time................ 0 1/ 1/ 1/ 1/
El Paso: : .
Number of firms served:
Part-time................ 0 0 7 12 14
Full-time................ 0 0 1/ 4 4
Number of employees:
Up to. .. iviiiiiiiinnnnnn 0 0 6 23 31
Full-time......... e 0 0 1/ 23 31

1/ Not available.

Source: Foreign-Trade Zones Board.

States, are dutied upon importation based on the full value of the imported
article minus the cost or value of any products of the United States.

Articles entered under TSUS item 807.00 need not be processed further in this
country. The two tariff items and their MFN rates of duty are as shown below.

\

MFN duty rate

Item
Articles returned to the United States after
having been exported to be advanced in value or
improved in condition by any process of manu-
facture or other means:
806.30 Any article of metal (except precious metal)

manufactured in the United States or subjected

to a process of manufacture in the United

States, if exported for further processing,
and if the exported article as processed out-
side the United States, or the article which
results from the processing outside the United
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States, is returned to the United States for
further processing............. ..ot A duty upon the value of
such processing out-
side the United States
(see headnote 2 to
subpart 1B of schedule
8)
807.00 Articles assembled abroad in whole or in part
of fabricated components, the product of the
United States, which (a) were exported in
condition ready for assembly without further
fabrication, (b) have not lost their physical
identity in such articles by change in form,
shape,  or otherwise, and (c¢) have not been
advanced in value or improved in condition
abroad except by being assembled and except
by operations incidental to the assembly
process such as cleaning, lubricating, and
painting........oiiiiiiiiiii i i i .. A duty upon the full
value of the imported
article, less the cost
or value of such prod- -
ucts of the United
States (see headnote
3 to subpart 1B of
schedule 8)

An imported article may be afforded a partial duty exemption under only one of
these provisions, and is ineligible if it had previously been exported with
any remission, abatement, or refund of duties or with benefit of drawback, or
after bonded manufacture pursuant to TSUS item 864.05. 1/

To obtain the benefit of these provisions, considerable documentation is
required in order to permit customs to identify the U.S. components and
. ascertain costs and value at various stages of production. Careful review of
export declarations and the use of constructive segregation of the U.S. and
foreign elements of the imported articles are among the means utilized by
customs to determine U.S. content. 2/

It should be noted that the two tariff items and their impact on the U.S.
economy, labor force, and trade have regularly been reviewed by the Congress,
with amendments or repeals proposed in many recent sessions. Thus, users of
these provisions must be aware not only of the difficulties in starting and

1/ See the Commission’s series of reports, Imports Under Items 806.30 and
807.00 of the Tariff Schedules of the United States, the latest being USITC
Publication 1688, April 1985, covering 1980-1983.

2/ U.S. International Trade Commission, Tariff Classification Study:
Schedule 8 and Appendix, November 1960, pp. 12-16. Item 807.00 was first
codified in 1963 on enactment of the TSUS. Item 806.30 was created in 1956.
The wording of the article descriptions of these tariff items has been the
subject of many customs and judicial decisions, with some earlier rulings
serving as the basis for the items’ language.
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running such operations (including problems of compliance with foreign law, as
in the case of Mexico discussed earlier in this report) but also of the
potential for legal and administrative changes in the provisionms.

In addition, there are other limitations in the two tariff items,
dictated by the types of products involved, the level of skill needed of the
workers, and the difficulties and costs involved in shipping the articles.
Operations not involving metal processing or component assembly do not qualify
under these provisions. These facts may limit operations in Mexico that would
be designed to take advantage of them. '

These tariff items apply to articles processed or assembled in any
foreign country and entered at any customs port of entry. Though Mexico is a
significant beneficiary, especially in regard to TSUS item 807.00, many other
countries are involved in these operations; and the United States-Mexico
border area is not the only portion of this country where firms utilizing
these tariff provisions are located.

Economic overview.--The 806.30/807.00 provisions, in addition to a number
of changes by the Mexican Government affecting the operation and ownership of
foreign investments engaged primarily in assembly, have stimulated investment
in the United States-Mexico border area, particularly by U.S. firms. These
provisions allow manufacturers to reduce labor costs related to assembly
operations, and at the same time encourage the use of U.S.:components. The
Mexican population also receives jobs and technical skills developed through
training and experience, and the ‘Mexican Government obtains hard currency from
the U.S. investments. Because of the relationship of the 806.30/807.00
provisions to the maquiladoras, see the chapter on maquiladoras for a more
extensive discussion of their impact. ‘

Imports from Mexico under TSUS items 806.30 and 807.00.--The value of
TSUS item 806.30/807.00 imports rose annually from $5.7 billion in 1976 to
$27.8 billion in 1985 (table 26). Throughout the period Mexico was a leading
source, accounting for 89 percent of all forest products imported under item
807.00 and 42 percent of all-miscellaneous manufactured item 806.30/807.00
products in 1985 (table 27).. Imports under TSUS items 806.30 and 807.00 of
textiles and apparel from Mexico nearly doubled from $131.0 million in 1976 to
$226 million in 1985 (table 28). However, the bulk of Mexican imports
($3.8 billion) was in machinery and equipment products (table 29). U.S.
imports of other products increased from $221.0 million in 1976 to $474.0
million in 1985 (table 30). )

Television apparatus, electronic and electrical articles, transportation
machinery, and office machines were the major imports under items 806.30 and
807.00 from Mexico in 1985. 1In contrast, during 1966-72, the major imports
from Mexico under items 806.30/807.00 were textile and apparel goods.
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The following tabulation shows the value of total item 806.30/807.00
imports, such imports from Mexico, and the share of Mexican imports for the

six commodity groupings used in the Commission’s Trade Monitoring Reports for
1984:

From

Mexico Total :

(1,000 (1,000 Mexican share

Commodity group dollars) dollars) (percent)
Agricultural, animal, and vegetable products... 85 7,381 1
Forest products................ e 97,271 109,392 89
Textiles, apparel, and footwear................ 295,235 926,441 32
Chemicals, coal, petroleum, natural gas, and 10,341 36,424 28
related products.

Minerals and metals.........ciiiiiiiienrennnnnn 154,497 435,558 35
Machinery and equipment............covvvvvnnnn . 4,049,251 26,363,526 15
Miscellaneous manufactures.............cvevue.. 291,956 693,285 42

Machinery and equipment accounted for $3.8 billion, or 85 percent of the
total 807.00 imports from Mexico in 1985. This largely consisted of
television apparatus and parts, other electronic and electrical articles,
transportation machinery, and office machines. The duty-free value of all
TSUS item 807.00 imports from Mexico was $2.0 billion, which represented 52
percent of the total import value.

Mexican benefits derived from the use of TSUS items 806.30 and
807.00.--Although the items 806.30/807.00 do not contain specific regional or
unilateral provisions, they have provided some benefits to Mexico and the
border region. Since this program is affected by the maquiladora program, for
a more extensive discussion of the benefits see the maquiladora chapter.

Border industry developments associated with the use of TSUS items 806.30
and 807.00.--Mexico is an important partner in assembly operations because of
its geographical location. Its border stretches along 2,000 miles of the
United States, a major world producer, and there is easy access to
transportation routes leading to and from almost anywhere in the United
States. The close proximity helps to ensure lower transportation costs
compared with most other foreign sources of imports.

The twin plant concept is a result of the close proximity of Mexico to
the United States and the Mexican Government's border development policy
(maquilas). The idea is that a single U.S. company would establish one plant
on the U.S. side of the border to provide components and oversee certain
operations such as accounting, finance, and distribution. The same company
would also establish a maquila operation on the Mexican side of the border,
near the U.S. plant, to assemble the components (i.e., oversee the
- labor-intensive work). The single management team would be able to live in
the United States, but would be close enough to maintain control over the
operation on both sides of the border. However, most maquilas are supplied
from plants in other regions of the United States, particularly in the
Midwest. According to a report published by the Brookings Institution,
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manufacturers apparently felt that the costs of establishing a U.S. border
plant near the Mexican plant did not justify the expenditures, and that the
Mexican plant could be supplied from existing plants located elsewhere in the
United States.

Projection of U.S. imports from Mexico associated with the use of TSUS
items 806.30 and 807.00.--Using a linear regression line through the data for
years 1976-85, total 806.30/807.00 imports from Mexico are projected to
increase at an average annual rate of 8 percent, rising from $3.9 billion in
1986 to $6.8 billion in 1990. Total imports are projected to increase from
$21.5 billion in 1986 to $29.7 billion in 1990. ' Thus, imports under
806.30/807.00 provisions would account for approximately 23 percent of total
imports in 1990; the dutiable value of such imports would account for 11
percent. Imports from the border would account for 88 percent of the value of
806.30/807.00 imports from Mexico in that year.

Machinery and equipment products would continue to dominate 806.30/807.00
imports from Mexico, rising from $4.2 billion in 1986 to $5.7 billion in
1990. Such imports would rise at a rate of 8 percent. As a share of total
imports from Mexico, machinery and equipment 806.30/807.00 imports would
account for 19 percent in 1990; imports from the border region would represent
88 percent of the such imports.

Multifiber Arrangemenﬁ

The United States and Mexico are both parties to the so-called Multifiber
Arrangement (MFA) 1/ and maintain a bilateral agreement covering many Mexican
exports to the United States of textiles and apparel. Specified categories of
these Mexican articles are subject to absolute annual restraints, others to a
consultation requirement in the event exports reach a predetermined level, and
others to monitoring for statistical purposes in relation to future
agreements. Remaining categories are not restricted, but may be restricted
unilaterally in the future under article 3 of the MFA if found to be causing
disruption of the U.S. market. The United States and other developed parties
to the MFA have similar bilateral arrangements with many developing country
exporters, and the pacts are-renegotiated at periodic intervals.

Such arrangements may pose difficulties for some developing supplier
nations, since their developed country market shares are limited--as an
exception to the GATT's principle of nondiscrimination--and much therefore
depends on their ability to conduct negotiations with larger governments.
However, the bilaterals do afford some certainty of market access, contain
room for annual growth, and diminish the risk of sudden and unforeseen
quantitative restrictions as to covered products. The effectively guaranteed
access, to agreement limits, for many products may serve as an incentive for
U.S. firms to locate some operations in or purchase from Mexico, perhaps with
the use of TSUS item 807.00.

1/ Officially known as the Arrangement Regarding International Trade in
Textiles, and sanctioned under the GATT, the MFA provides a framework for the
regulation of international trade in most textile and apparel products through
bilateral agreements or unilateral action in the absence of a bilateral
agreement. :
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Economic overview.--The MFA, which entered into force in January 1974,
was renewed in 1977 and again in 1981. It was scheduled to expire on July 31,
1986, but was extended for 5 more years effective August 1, 1986. Among the
changes contained in the protocol extending the MFA was the provision
extending the product coverage from cotton, wool, and manmade-fiber textiles
and apparel also to include items of other vegetable fibers, such as linen,
ramie and silk and silk blends. (For purposes of this report, however, any
reference to MFA products is limited to those articles that are covered by
cotton, wool, or manmade-fiber restraints.) :

The United States currently has agreements with 38 countries that provide
for quotas on imports of specified products and procedures for establishing
additional quotas when imports of a particular product are causing or
threatening market disruption. The agreement currently in effect with Mexico,
signed in February 1979, initially covered the period from May 1978 through
1981 but was subsequently extended through 1985 and again through December
1987. This agreement currently provides for quotas only on apparel items,
including trousers, coats, coveralls, shirts, and blouses of cotton and/or
manmade fibers. These garments accounted for slightly more than 60 percent of
the value of total imports of MFA-covered products from Mexico in 1985. The
remaining, nonquota MFA product imports from Mexico may be brought under quota
when the United States finds that imports of a particular product are
disrupting or threatening to disrupt the U.S. market. In addition to quotas,
designated consultation levels, which can not be exceeded without prior
consultation between the two countries, cover many other products from Mexico,
including yarn and suits.

In a related matter, a countervailing duty petition was filed by a U.S.
textile manufacturing association and two domestic labor unions under section
303 of the Tariff Act of 1930, charging that Mexico was subsidizing its
exports of textile mill products. In March 1985, an affirmative determination
was made by the United States and a countervailing duty of 3.7 percent was
charged on textile mill product imports from Mexico. On April 23, 1985, the
two countries signed an agreement whereby interested parties in the United
States who allege unfair Mexican trade practices under the U.S. countervailing
duty statutes will also have to demonstrate that the imports in question cause
or threaten to cause material injury to an established U.S. domestic
industry. In exchange, the Mexican Government agreed to adjust its general
subsidy policies to those allowed under international practice and to
eliminate the export subsidy elements in its programs, including those
regarding production of textile mill products. Although the agreement is not
retroactive, the outstanding positive determination by the U.S. Department of
Commerce and the resulting 3.7 percent countervailing duty charge on textile
imports from Mexico is subject to annual review at the request of either
Government. In March of 1986, the Government of Mexico requested a review of
the determination.

Imports from Mexico under the Multifiber Arrangement.--U.S. imports from
Mexico of textile and apparel products of cotton, wool, and manmade fibers,
subject to MFA control increased significantly during 1976-85, rising by 40
percent in quantity and by 69 percent in value to 224 million square yard
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equivalents 1/ (SYE'’s) valued at $275 million (table 31). During the first
years of the period, 1976-80, MFA-controlled imports increased by 37 percent
to $222 million then declined by 32 percent during the recession of 1980-82 to
$151 million before recovering by 82 percent during the 1982-85 period to $275
million. The imports from Mexico were dependent upon economic conditions in
the United States market but trailed the U.S. market recovery.

The overall growth of MFA-controlled imports from Mexico was
substantially lower than the growth in U.S. imports of MFA products from all
countries. Imports from all countries rose by 117 percent in quantity and by
267 percent in value during 1976-85 to 10.8 billion SYE's, valued at
$16 billion, primarily because of the growth in imports from Hong Kong,
Taiwan, Korea, China, Japan, and Italy, the six largest suppliers.

Until recently, wage rates for textile workers in Mexico, although
considerably lower than those in the United States, were higher than those of
the major textile suppliers in Asia. However, the sharp decline in the peso’s
value against the U.S. dollar resulted in a drop in labor costs for Mexican
textile workers from $2.62 per hour during the spring of 1984 to $1.82 per
hour during the winter of 1985-86, improving Mexico’s competitive position.

In comparison, hourly labor costs for textile workers in the United States,
Hong Kong, Taiwan, Korea, and China were $8.67, $1.81, $1.60, $1.57, and
$0.20, respectively, during the winter of 1985-86. 2/

Approximately 67 percent of the U.S. textile and apparel imports from
‘Mexico during 1985 were MFA-controlled products. Of these, an estimated 71
percent were manufactured in the border area, consisting almost entirely of
labor-intensive apparel products. In addition, most of the apparel imports
from Mexico entered the United States under TSUS item 807.00. Under this
provision, garment parts must be cut in the United States before they are sent
abroad for assembly (almost entirely in in-bond plants), to quallfy for tariff
exemption on the U.S.-made components.

Much of the production is based on the twin-plant 3/ concept with U.S.
plants supplying components to Mexican plants just across the border to
facilitate quality control and rapid style changes, and to reduce costs by
minimizing transportation charges and costs associated with in-transit
inventory. However, as a result of efforts of the Mexican Government to
develop the maquiladoras, or in-bond production-for-export facilities in
Mexico's interior, a growing share of U.S. imports is coming from nonborder
plants. In 1980, border regions provided an estimated 79 percent of U.S.
textile and apparel imports, but this figure declined to 71 percent in 1985.
This shift is further reflected by the fact that border regions of Mexico
accounted for an estimated 76 percent of in-bond apparel production employment

1/ SYE’'s is the standard unit of measurement for all textile products and is
used in the administration of the U.S. textile trade agreements program. In
this system, one dozen woven shirts equals 24 SYE's, 1 pound of cotton yarn
converts to 4.6 SYE's, and so forth.

2/ VWerner Associates, Inc., "Spinning and Weaving Labour Cost Comparisons:
Winter 1985/86," 1986, New York.

3/ For a more extensive discussion of the twin-plant concept, see the
maquiladora chapter.
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in 1984, declining from 89 percent in 1978. Similarly, Mexico'’s border
regions share of the value added by in-bond apparel production declined from
89 percent in 1978 to 77 percent in 1984. 1/

Major MFA products imported from Mexico include trousers, shirts,
body-supporting garments, and yarn. U.S. imports of MFA trousers from Mexico
rose by 127 percent during 1976-85 to $102 million with large increases during
1984 and 1985 (table 32). U.S. import quotas on cotton trousers from Mexico
were 91 percent filled during 1983 and 100 percent filled for 1984 by October
1984, Use of the flexibility provision in the U.S.-Mexican bilateral
agreement under the MFA allowed Mexico to "borrow" quota from other
- categories, resulting in expansion of cotton trouser shipments. During 1985,
the cotton trouser quota was 73 percent filled while that on manmade-fiber
trousers was 64 percent filled. 2/

U.S. imports of MFA shirts and blouses from Mexico rose by 18 percent
during 1976-85 to $40 million (table 33). The U.S. import quota on
manmade-fiber woven blouses was 73 percent filled during 1985, whereas the
quota on cotton shirts was 25 percent filled, and that on knit manmade-fiber
shirts was only 14 percent filled.

For imports of body-supporting garments from Mexico, the general
stagnation of the U.S. market for these products and competition from the
Caribbean Basin as a producing area resulted in a decline of 2 percent during
1976-85 to $26 million (table 34). Quotas on these products were 53 percent
filled during 1982 and only 34 percent filled in 1985.

U.S. imports of MFA yarn from Mexico, primarily manmade-fiber yarn, rose
by 43 percent during 1976-85 to $20 million (table 35). Although yarn was not
subject to specific limits, the designated consultation level on acrylic spun
yarn from Mexico was reached during 1985, which may result in future
negotiations to set specific limits.

The imports of other, smaller product categories from Mexico also rose,
together increasing by 99 percent during 1976-85 to $88 million (table 36).
Major products included coats and jackets that had specific import limits and
suits that reached their designated consultation levels during 1985.

Mexican benefits derived from the Multifiber Arrangement.--Mexico
receives benefits from the extremely tight quota restraints that are applied
to the large Asian suppliers. 3/ As U.S. importers find it increasingly
difficult to fill their needs from countries such as Hong Kong, Korea, and
Taiwan, export opportunities increase for a large number of secondary

1/ Direccion General de Estadistica Instituto Nacional de Estadistica,
Geografia e Informatica.
. 2/ Generally, quotas are nonbinding (i.e. not filled) if demand for the
product is low, such as during recessionary periods. As conditions improve,
quotas on more competitive suppliers are filled first, followed by less
competitive suppliers.

3/ The extent of benefits from tight quotas on the large Asian suppliers has
not been reviewed.
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suppliers, including Mexico. Mexico also benefits from the MFA, since it
increases the likelihood that their access to the U.S. market will not be
suddenly curtailed.

The textile and apparel industry in the in-bond plants of Mexico has

- grown significantly, because of a combination of the maquiladora program, 1/
the use of item 807.00, and devaluations of the Mexican peso which have
reduced relative labor costs. During 1980-84, employment rose by 13 percent
to almost 20,000 workers and foreign investments and input rose by 29 percent
to $261 million in the Mexican in-bond plants, or maquiladoras, producing
apparel. Wages and benefits paid to Mexican apparel workers in terms of U.S.
dollars declined by 24 percent to $44 million during 1980-81, in part because
of the decline in the exchange rate. 2/

Border industry developments associated with the Multifiber
Arrangement.--The effect of the MFA program on the development of border
communities is unclear. The development of the border communities has most
likely been influenced more by the general growth of the in-bond apparel
industry in Mexico, which produces most of the apparel for export. Apparel
employment in the border regions rose by 6 percent during 1980-84 to 15,161
workers, 3/ foreign investment and inputs rose by 27 percent to $217 million,
and U.S. textile and apparel imports from the border region rose by an
estimated 2 percent to $252 million.

In the U.S. border regions, two of the larger counties showed substantial
declines in apparel employment over a longer, 7-year period, 1976-83. Apparel
employment in the county of El Paso, TX, declined by 20 percent to 15,425 :
workers, whereas apparel employment in San Diego County, CA, declined by
46 percent to 2,600 workers.

Unlike the counties of El1 Paso and San Diego, some U.S. border areas
recorded growth in apparel employment during 1976-83. In Pima County, AZ,
apparel employment rose by 27 percent to 379 workers and in the counties of

Hidalgo and Cameron, TX, apparel employment rose by 100 percent to 6,068
workers. 4/

Projection of U.S. imports from Mexico under the Multifiber
Arrangement. --The projected level of textile and apparel imports from all
sources during 1986-90 was calculated on the basis of a 6 percent annual
growth rate in quantity plus an estimated 4 percent annual inflation rate,
which yielded a 10 percent annual growth rate. The projected level of imports

1/ See the chapter on maquiladoras.

2/ Direccion General de Estadistica Instituto Nacional de Estadistica,
Geografia e Informatica.

3/ However, primarily because of past efforts of the Mexican Government to
expand the maquiladora program into interior areas of Mexico and the new
National Industrial Promotion and Foreign Trade Program (Pronafice), the share
of total apparel employment in maquiladoras accounted for by apparel assembly
operations in the border regions went from 81 percent in 1980 to 79 percent in
1984. See American Chamber of Commerce of Mexico, "Maquiladora Newsletter,"
August 1984,

4/ Bureau of the Census, U.S. Department of Commerce, County Business
Patterns.
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from Mexico for 1986-90 was calculated using the compound annual growth rate
of such imports during 1976-85. In addition, it was estimated that 75 percent
of the apparel imports from Mexico would continue to come from the border
regions, and all of the yarn imports would still come from the interior during
1986-90, equal to the estimated percentages for 1985. On this basis, U.S.

- imports of MFA-covered textiles and apparel from Mexico are projected to grow
by 34 percent during 1985-90 to $368 million, and those from the border areas
are projected to increase by 35 percent to $258 million.

By product groups, total MFA-covered imports from Mexico during 1985-90
are projected to grow by 57 percent to $160.million for trousers, by 22
percent to $24 million for yarn, by 10 percent to $44 million for shirts, and
by 30 percent to $115 million for the smaller product groups. For 1985-90, a
decrease of 1 percent in body-supporting garment imports to $25 million in
1990 is projected.

Most of the apparel products are produced in the maquiladoras. These
plants, particularly in the border region, have suffered from a labor
shortage, high employee turnover rates, and a shortage of transportation and
other support facilicies 1/, all of which tend to slow growth. In addition,
industry sources indicate that the Mexican Government may require that in-bond
apparel producers use a higher percentage of Mexican-made components in future
years in order to continue receiving maquiladora benefits. On the other hand,
MFA imports from Mexico have rebounded sharply from their depressed 1982
levels as the uncertainty over Mexico's financial crisis eased and U.S. demand
for these products increased. In addition, the exchange-rate-induced decline
in the wages paid to textile workers in terms of U.S. dollars may make the use
of Mexican contractors more economically attractive to U.S. producers and
accelerate the growth in imports of MFA-covered products from Mexico to the
extent permitted under the bilateral agreement.

Voluntary Restraint Agreement on the exports of Mexican steel

In December 1984, Mexico agreed to limit steel shipments to the U.S.
market for a 5-year period, beginning October 1984. For 1986, the agreement
limits Mexico to 0.36 percent of U.S. apparent consumption and to 100,000 tons
of semifinished steel. 2/ Steel products manufactured in Mexico’s in-bond
plants (maquiladoras) remain outside the scope of restrictions. In exchange,
the United States made a commitment to seek the termination of unfair trade
investigations on steel items subject to the agreement.

Trade in agricultural, fisheries, and forest products

Overview.--Trade in agricultural, fisheries, and forest products 3/
between the United States and Mexico has been important to the economies of

1/ American Chamber of Commerce of Mexico, op. cit.

2/ According to data compiled by the U.S. Department of Commerce, Mexico's
share of U.S. apparent consumption was 0.83 percent in 1984.

3/ These include all products classified under Schedules 1 and 2 of the
Tariff Schedules of the United States, and under Schedules 1 and 2 of Schedule
B, Classification of United States Exports. The term "agricultural goods or
products” is used in this section to encompass all such products.
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both countries. In 1985, Mexico was the fourth largest supplier of imports of
agricultural, fisheries, and forest products into the United States,
accounting for about 5 percent of the $38 billion of U.S. imports of these
products. Mexico was also the fourth largest market for U.S. farm, fish, and
forest products exports, purchasing about 6 percent of the $38 billion of
these U.S. exports in 1985.

Prior to the mid-1970's, Mexico generally exported more to the United
States in agricultural goods than it imported; however, beginning in the
mid-1970's, this situation reversed with the United States generally supplying
more agricultural goods to Mexico than it imported from that country. During
1978-85, the United States ran a surplus in trade with Mexico in agricultural
products in 5 of the 8 years (see table 37).

Table 37.--U.S. agricultural trade with Mexico: U.S. exports to Mexico
and imports from Mexico, 1978-85

(In millions of dollars)

Exports of Imports for Net U.S. agricultural
domestic merchan- consumption trade with Mexico
Year dise to Mexico from Mexico (exports less imports)
1978. . .iiiiiiiin 1,166 1,496 ‘ (330)
1979. .0 iiiins 1,414 1,771 (357)
1980......00ilee. 3,074 1,614 1,460
1981.......000hunts 3,086 1,672 1,414
1982. .. .. it 1,696 1,814 (118)
1983... .. i 2,418 1,975 443
1984, ... i 2,549 1,987 562
1985. ..ttt 2,244 2,083 161

Source: Compiled from official statistics of the U.S. Department of Commerce.

U.S. imports from Mexico.--During 1978-85, U.S. imports of agricultural,
fisheries, and forest products from Mexico rose from about $1.5 billion to
$2.1 billion or by about 4.8 percent annually as shown previously in table 4.
U.S. imports of these products from all countries, including Mexico, rose by
about 5.9 percent annually during this same period or from about $26 billion
to slightly above $38 billion. Based upon imports during 1978-85, U.S.
imports of agricultural products from Mexico could reach a projected $2.4
billion in 1990; this would mean an annual rate of increase of 3.4 percent of
imports during 1986-90, a somewhat lower rate than that experienced during
1978-85.

. U.S. duty-free imports of agricultural products from Mexico under the GSP
increased from $119 million to $201 million during 1978-85, a rate of increase
of about 7.7 percent annually. In 1985, imports entering under the GSP
accounted for slightly less than 10 percent of total U.S. imports of
agricultural goods from Mexico. Mexican agricultural goods entering under GSP
could rise by a total of 14 percent above the 1985 level to a projected $228
million in 1990; the share of imports entering under the GSP in 1990 is
projected to be about the same as it was in 1985.
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In recent years, three broad types of agricultural goods have accounted
for nearly two-thirds of such imports from Mexico. Fruits, nuts, and
vegetables (which consist largely of fresh vegetables and fruits); coffee, tea
and spices (largely raw coffee); and fish and shellfish (largely shrimp)
accounted for 66 percent of U.S. imports of agricultural, fisheries, and -
forest products in 1985 (see table 38). The largest single group of U.S.
imports from Mexico, fruits, nuts, and vegetables, consists mainly of
tomatoes, peppers, onions, broccoli, cucumbers, squash, cauliflower, grapes,
cantaloupes, mangoes, and frozen strawberries. Among the other leading
imported items are shrimp, crude coffee, live feeder cattle, articles of
coated and cut paper, and beverages, mainly tequila and beer. The leading
agricultural imports from Mexico receiving GSP treatment are beverages; paper
and paperboard products; fruits, nuts, and vegetables; and wood and wood
products. :

Table 38.--U.S. imports from Mexico of agricultural.goods, by
types of commodity, 1978 and 1985

1978 1985
Commodity group Total Percent of total Total Percent of total
Million Million
dollars : dollars
Fruit, nut and vege-
‘table products.... 461 31 ’ 676 32
Coffee, tea, and
spices............ 315 21 399 19
Fish and shellfish.. 228 15 320 15
Paper and paper-
board, cut; and
paper, n.s.p.f.... 33 2 144 7
Beverages, except
juice............. 39 3 139 7
Live animals........ 130 9 125 6
Wood and wood
products; cork and
cork products..... 86 6 90 4
All other........... 204 14 190 9
Total........... 1,496 100 2,083 100

Note. --Because of rounding, figures may not add to the totals shown.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Imports from border areas within Mexico.--In 1985, an estimated 17
percent of total U.S. imports of agricultural products from Mexico were
believed to have been produced in Mexico within border areas adjacent to the
United States. The primary agricultural import produced in the Mexican border
areas is believed to be disposable paper medical gowns and equipment that are
. assembled from U.S. precut paper in maquila operations. Other leading items
produced in the border regions are believed to be shrimp, fresh fruits and
vegetables, and live feeder cattle. The shrimp imports consist of both shrimp
landed in Mexican ports adjacent to the United States, and U.S. shrimp that
has been exported to maquila operations for processing and packaging. An
estimated 30 percent of U.S. shrimp imports from Mexico are believed to have
been produced or processed in the border region. The U.S. shrimp are first
shipped to Mexico, where they are beheaded, cleaned, packed, and then exported
to the United States.

Most of the leading products imported from Mexico are produced outside
the border areas of Mexico. The vast majority of fruits and vegetables are
produced in the State of Sinaloa, located a considerable distance from the
border. Most production in Mexico of coffee, beverages (tequila and beer),
wood and wood products, and shrimp occurs in areas that are a considerable
distance from the U.S. border. 1In total, an estimated 83 percent of U.S.
imports of agricultural, fisheries, and forestry products from Mexico are
produced in Mexican States not adjacent to the U.S. border.

Imports under TSUS item 807.--U.S. imports of agricultural products
from Mexico under TSUS item 807.00 rose from $32 million in 1978 to $116
million in 1985, as shown previously in table 16. Over 95 percent of the
products entered under these items consisted of disposable paper hospital and
medical gowns and equipment. The disposable paper medical products are made
from precut paper and assembled in the border regions of Mexico. In 1985,
Mexico supplied about three-quarters of total U.S. imports of agricultural,
fisheries, and forestry products entering the United States under item
807.00. By 1990, U.S. 807.00 imports of agricultural products could amount to
a projected $173 million or 49 percent above the 1985 level of imports;
implying annual rate of increase of about 8.3 percent.

U.S. trade barriers to agricultural products from Mexico: U.S.
tariffs.--The leading type of imported agricultural products from Mexico
consists of fruit, nut, and vegetable products, which together accounted for
one-third of U.S. imports from Mexico in 1985. Fruits, nuts, and vegetables
also paid the highest rate of U.S. duty on any group of agricultural products
imported from Mexico in recent years. In 1985, about 86 percent of the $676
million in U.S. imports of fruits, nuts, and vegetables from Mexico were
dutiable, and those dutiable imports paid an ad valorem (AVE) duty of
10.4 percent, as shown in the table 39, compiled from official statistics of
the U.S. Department of Commerce (in percent):
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Table 39.--U.S. imports from Mexico that are dutiable and rates of duty
paid, by commodity groups, 1978 and 1985

1978 1985
Share of Rate of Share of Rate of
imports which duty imports which duty
Commodity group are dutiable paid are dutiable paid (AVE)
Fruit, nut, and vege- )
table products.... 97.4 12.6 86.2 10.4
Coffee, tea, and
spices............ .5 6.9 A 6.8
Fish and shellfish.. 4.8 '<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>